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Preface
Trade Facilitation (TF), or streamlining regulatory and other procedures involved
in  the  import  or  export  of  goods,  has  received  increasing  attention  in  recent  years  as
governments realize the significant impact inefficient trade procedures can have on their
countries’ trade competitiveness.  Simplifying trade procedures and making them more
transparent has also been identified as a way to make international trade more inclusive,
as this would make it easier for small and medium-sized enterprises to engage in import
and export activities.  At the same time, however, many trade facilitation measures identified
for implementation in developing countries – often with the support of development agencies
– involve the use of modern information and communications technologies (ICT), to which
SMEs may not always have easy access.
Indeed,  discussions  held  at  the Asia-Pacific  Research  and Training  Network  on
Trade (ARTNeT) Advisory Committee Meeting in Macao, China
1 – which brought together
a  mix  of Asian  developing  country  policymakers  and  senior  researchers  to  update  the
research programme of the network – suggested that TF measures promoted in recent
years  in  various  fora,  including  the  WTO,  could  be  giving  larger  traders  and  firms  an
advantage over others, as they may arguably be better prepared to utilize them.  The need
to study the differential impact of TF measures, particularly those applying ICT, on small
and large firms was therefore identified, as the existing body of research on this issue was
essentially non-existent.
It is in this context that the ARTNeT Regional Study on the Development Impact of
Information Technology on Trade Facilitation was initiated in 2008.  Case studies on the
impact of information technology in trade facilitation on small and medium-sized enterprises
were conducted in 5 countries at different level of development and spanning the Southeast,
East and South Asian subregions.  Preliminary findings of the regional research team were
presented and discussed with policymakers during the Regional Forum on “Trade Facilitation
and  SMEs  in Times  of  Crisis”,  co-organized  by  ESCAP, ARTNeT  and  the  World  Bank
Research  Group  in  Beijing,  China  in  May  2009.
2    This  book  brings  together  the  final
outputs of the research team, led by Florian Alburo of the Center for the Advancement of
Trade  Integration  and  Facilitation.    (CATIF,  Manilla,  Philippines)  and  coordinated  by
Mr.  Yann  Duval,  ARTNeT  Trade  Facilitation  Research  Coordinator,  under  the  overall
supervision of Mr. Ravi Ratnayake, Director, Trade and Investment Division (TID), ESCAP.
The first two chapters provide background information on the use of ICT in trade
facilitation (Chapter 1), and a discussion of the analytical frameworks, and related empirical
evidence, used in previous work to evaluate the importance and impact of trade facilitation,
particularly ICT-based TF measures, on development and the participation of SMEs in
international trade (Chapter 2).  The final chapter of Part I highlights the main findings from
1 12 December 2007.  See www.artnetontrade.org for details.
2 See http://www.unescap.org/tid/artnet/mtg/tf_sme.asp for details.iv
the five country case studies (Chapter 3), while Part II (Chapters 4-8) features individual
country studies conducted in the Republic of Korea, Bangladesh, India, Sri Lanka and the
Philippines.
This research effort was carried out with the aid of a grant from the International
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PART ONE:  OVERVIEW3
I.  CONTEXT OF INFORMATION TECHNOLOGY
IN TRADE FACILITATION
By Florian A. Alburo
Introduction
It is almost taken as a matter of definition that information technology (IT) is an
integral part of trade facilitation (TF), the objective of which is to expedite the movement,
clearance and release of goods, including goods in transit.  Yet, for many developing and
least developed countries, IT remains a distant but desirable goal.  Although there are
many and varied reasons behind this situation, it is not the purpose of this chapter to lay
them out.  However, there appears to be some confusion regarding IT in TF.  The common
perception is that adopting automation for trade transactions automatically leads to speedier
movement of goods and people.  This is tantamount to a mechanistic way of looking at IT.
This type of confusion is clearly misplaced.  After all, the installation of computers, software
and other peripherals provides only the instruments for TF and there is no immediacy to
improvements in efficiency and reduction in transactions costs.  Recall the “productivity
paradox” associated with the use of IT in the industries of the United States.
But the counter-claim is that calls for the use of IT have not really been in isolation
from the larger set of needs the trading system requires.  What is evident, however, is that
the  IT  message  is  forthright  while  its  associated  ingredients  are  either  ambiguous  or
simply taken for granted.  Of course, these always turn out to be long lists of requirements
compared  to  the  technical  specifications  that  go  with  IT  implementation  that  are  often
ready, either off-the-shelf or packaged.  Without understanding and appreciating the larger
set of components to an effective IT in TF, its impact may be more limited and Governments
unable to capture its optimal benefits relative to costs.
The purpose of this chapter is to clearly define the context of IT in TF and delineate
its environment.  The argument is that the importance of the IT context cannot be overlooked
and may even be critical to its successful application to a country’s trading system.  Moreover,
it is not just the identification and delineation of this context but of indicating the possible
sequencing of the various elements that compose that context without necessarily exhausting
them.  Section A discusses the various external forces affecting IT in TF.  An external
impetus to IT would come from the practices followed by the international trading system,
and agreements that countries enter into as well as other Conventions.  Section B examines
the internal factors that are essential to the IT environment.  These are the ones that are
supposed to be country-driven and have to be undertaken within the country concerned.
In section C, the implications for an inclusive IT in TF are discussed.  Section D draws
some conclusions about how to determine the “IT for TF” readiness of trading systems and
how to fit the IT tasks into such a setting.4
A.  External forces affecting adoption of information technology
in trade facilitation
The increasing amount of global trade has not only necessitated the transmission
of information in electronic format and the broader use of IT among traders, but also its
extension to trade authorities, regulators and others involved in the entire logistics chain of
international commercial transactions.  The use of IT in information exchange of trade
transactions reduces errors as the same data are transmitted while also minimizing the
need for re-entry of similar information for multiple parties involved in transactions, and
increases the efficiency of trade.  This is especially true given the finding that a typical
trade transaction involves an average of 30 parties, 40 documents, 200 data elements and
re-encoding of 60-70 per cent of all data elements at least once.
1
The use of an electronic medium for information, documents, and submission of
forms and paperwork in trade transactions is only a natural course that is driven by more
trade (volume) and more countries.  Although part of the necessary factors in TF, this is
not a deliberately facilitative measure.  After all, the use of an electronic medium is not the
same as the automation of trade transactions by which is meant the real-time exchange of
electronic-based  information.    Indeed,  for  many  trade  regimes,  manual  information  is
electronically  encoded,  stored  and  transmitted,  but  it  may  be  used  more  for  creating
databases.
2 Apart from this modality, specific external forces exist that have influenced the
adoption of IT in TF.
One very important impetus to adopting IT in TF is the Revised Kyoto Convention.
3
The original Kyoto Convention came into force in 1974.  The subsequent rapid expansion
of international trade, among other reasons, necessitated a review of the Convention and,
in 1999, the RKC was unanimously adopted.  However, the Convention has to be ratified
by at least 40 members of the World Customs Organization (WCO) in order to become
effective.  The Convention was open for signature for one year (June 1999 to June 2000)
following which the members of WCO (Contracting Parties) acceded to the Convention by
notifying WCO after national steps had been completed.  But it was only in February 2006
that the RKC was finally ratified (World Customs Organization, 2006).
Aside from the expansion of world trade, the increasing use of information technology,
the need to reduce technical barriers to trade (which included restrictive customs procedures)
and overall customs modernization were the reasons for the RKC.  The IT part of the RKC
1 This fact (the origin of which is difficult to trace) involves not just the trading part of international
transactions but starts from the first step of international commerce (e.g., purchase order).  Independent
surveys give comparable results such as the export of rice from Thailand involving 24 documents and
15 parties (Keretho, 2009).
2 Some  of  the Association  of  Southeast Asian  Nations  member  countries  that  still  do  not  have
automated customs systems that require electronic keying of data, which are then stored in databases
such as the Centre for International Economics and the Society for the Advancement of Technology
Management in the Philippines (2006).
3 International  Convention  on  the  Simplification  and  Harmonization  of  Customs  Procedures
(as amended).  See www.wcoomd.org/Kyoto_New/Content/content.html.5
is the focus of the following discussion.  It comprises two major parts – the General Annex
and the Specific Annexes.  The body of the Convention and the General Annex are binding
on the part of all Contracting Parties and constitute the minimum requirements.  There is
no  requirement  for  all  the  specific  Annexes  to  be  accepted  and  WCO  members  can
choose the Annexes that they accept.
4
Of the 600 standards and recommendations contained in the RKC, 120 are in the
General Annex and are therefore the minimum to which the WCO Contracting Parties are
bound.    These  include  standards  and  recommendations  for  clearances  and  customs
formalities, duties and taxes, security and guarantees, controls, information technology,
customs  relationship  with  third  parties,  information,  decisions  and  rulings  supplied  by
customs, and appeals in customs matters.  According to those customs authorities that
have acceded to RKC, the 120 binding provisions have general applications across most
customs procedures.
The  provisions  of  the  RKC  identify  standards  and  transitional  standards.    The
Convention requires the implementation of the standards within 36 months after ratification
while transitional standards provide for implementation within 60 months after ratification.
In addition, the Convention does not limit the implementation measures only to customs
but  includes  all  other  national  notifications,  decrees,  administrative  orders  and  other
instruments.
General Annex Chapter 7, “Application of Information Technology”, appears to be
too innocuous to have any substantial significance.  Yet, its importance cannot be understated,
especially  if  undertaken  by  customs  authorities  as  a  gateway  for  goods  in  and  out  of
a given territory.  Here three standards are specified.  The first provides that customs use
information technology to support customs operations when it is cost-effective for customs
and trade.  Note the condition “when it is cost-effective...” in order to use IT.  In situations
where IT is to be used, the conditions for its application are specified by customs.  This
implies that in Customs Administrations where the volume is not enough for using IT, the
RKC standard is not applicable.
The  second  standard  concerns  the  introduction  of  computer  applications.    The
RKC  provides  that  customs  will  use  relevant  internationally-accepted  standards.    The
experiences in the application of IT for customs operations has had two distinct directions
– one where application designs have been tailored to specific customs territories and one
where there are off-the-shelf designs to be adopted by customs authorities.  The customs
IT programs for Malaysia and Singapore are examples of tailored designs while the adoption,
by Nepal and Bangladesh, of the Automated Systems for Customs Data (ASYCUDA) are
examples of the latter.  It is probably not so much the notion of internationally-accepted
standards as a reference but the standard procedures followed in customs administration.
Standardized procedures (which occupy the major parts of the General Annex) can form
the basis for the design of IT that can conform to internationally accepted standards.
4 Note that there is a substantial difference between the General Agreement on Tariffs and Trade,
1994, and the RKC, with the former requiring all agreements to be binding, i.e., World Trade Organization
agreements are considered to be a single undertaking.6
The final standard relates to the use of electronic commerce (e-commerce) methods
to satisfy documentary requirements.  The RKC requires that national legislation provide
for  this,  including  the  use  of  electronic  methods  in  addition  to  paper-based  means  for
authentication.  Customs has a right to retain information for its own use and exchange the
information, as appropriate, with other Customs Administrations and other legally approved
parties through e-commerce techniques.
Operationally,  the  RKC  makes  the  use  of  IT  binding  if  it  is  found  to  be  cost-
effective.  The authorities then have 36 months in which to implement it, using e-commerce
techniques and applications that meet internationally accepted standards or, appropriately,
by following customs procedures that are standardized.
Fifty-six Contracting Parties have acceded to the RKC (as of February 2006) with
only seven from Asia (Azerbaijan, China, India, Republic of Korea, Mongolia, Pakistan and
Viet  Nam).    They  were  bound  by  the  provisions  of  the  General Annex  and  thus  had
36 months in which to implement all the standards set in the RKC.
Another external force that has triggered the consideration of using IT for TF is the
World Trade Organization (WTO) negotiations for TF itself.  The Ministerial Statement of
the  Doha  Round  bound  the  negotiations  around Articles  V,  VIII  and  X  of  the  General
Agreement  on  Tariffs  and  Trade  (GATT)  1994.    When  looking  at  the  many  proposals
submitted  for  consideration  in  the  TF  negotiations,  it  becomes  clear  that  they  include
several measures that are not procedural or directly intended to automate the array of
activities related to the movement of goods across national boundaries.  What do these
proposals therefore suggest about the direction for TF and where does IT fit into it?
First, the clarifications surrounding Articles V, VIII and X implicitly admit that many
of  the  existing  environments  for  trade  in  developing  countries  and  LDCs  have  to  be
improved through reforms.  Through these articles the proposed reforms aim to strengthen
the underlying specific principles of WTO as well as the more general principle of universal
access to information and related factors that affect the movement of traded goods.  In
particular, these proposals are meant to transform a trade environment from one of uncertainty
to one of a calculable risk, i.e., thus enhancing predictability.  As a start, it is not so much
the procedures or the documents required but rather knowing what these are through their
wide publication, the provision of sufficient lead time to traders before enforcement, the
application of rules and requirements, and simple clarification of terms.  The message of
these proposals is that accessible information is conducive to a facilitated trade.
Second, the proposals also aim at ensuring greater transparency of procedures
and requirements for a speedier movement of goods crossing national borders.  These
include clear and transparent processes for appeal in disputes concerning traded goods,
clear specification of fees and charges (and the satisfaction of more specified provisions of
Article  VIII)  connected  with  imports  and  exports,  objective  criteria  for  classification  of
goods (following universal standards), and a review process (as well as consultations with
affected parties) for the rules, regulations, documentation and procedures.  The message
of  these  proposals  is  that  the  more  transparent  the  conditions  faced  by  goods  when
crossing borders, the faster they move.7
Third, the proposals are intended to reduce the magnitude of discretion on the part
of border officials in decisions regarding the disposition of goods as they enter national
territories.  One critical way to do this is to tighten rules, and make them transparent and
widely known (the points made above).  Both a policy and bureaucratic level of setting
rules, procedures, documentation and review are meant to raise governance at the borders.
At the policy level, there is no doubt that fewer, if not a single, tariff rates leave little room
for discretion in terms of goods classification and thus payment of duties and taxes.
5 At
the bureaucratic level, the prohibition of payment of unpublished fees and charges can go
a long way to minimizing discretion; conversely, clear specification of penalties and charges
reduce under-the-table negotiations.  The message of these proposals is that tightening
rules and lessening the room for discretion on the part of border officials potentially saves
revenues for governments and unnecessary expenses on the part of traders while at the
same time increasing the speed at which goods move when entering national territories.
Table 1 provides an indication of whether the measures proposed for inclusion in
a future WTO Agreement on Trade Facilitation can be transformed into electronic format,
automated, and whether they need to be further specified.  The list of measures is based
on Annex  E  of  the  Ministerial  Declaration  of  the  Sixth  Ministerial  Conference  of  WTO
(2005),  which  contains  a  summary  of  the  various  proposals  that  clarify  and  improve
Articles V, VIII and X as reported by the Negotiating Group on Trade Facilitation (NGTF).
Measures proposed under Article X (Publication and Administration of Trade Regulations)
are covered by parts A to F, while those proposed under Article VIII (Fees and Formalities
Connected with Imports and Exports) and Article V (Freedom of Transit) are dealt with in
parts G to L and M, respectively.
Of the more than 60 proposed measures, only about 20 per cent allude to the need
for IT application.  TF measures can be in electronic format, which allows wider dissemination
(e.g., through the Internet) and readily downloadable.  Such measures need not be part of
an  automation  process  referring  to  procedures  that  goods  go  through  in  moving  into
national territories.  TF measures under “For automation” mean they can be integrated into
formal procedures for bringing goods into or out of territories as final points or in transit.
Finally,  TF  measures  under  “Lack  specification”  include  those  that  need  to  be  further
specified in order to ensure that they result in greater predictability, transparency or reduce
the amount of discretion on the part of border officials.
5 This point is based purely on the effects on governance and discretion on the part of government
officials and not on whether a single or uniform tariff rate is optimal from the point of view of production
incentives or protection.  See Amiti, 2004.8
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Between these two external forces driving IT in TF, the WTO proposals appear to
be more detailed and specific than the generic type of standards that are found in the
RKC.  Both, however, point to the need for IT to be used in the process of pursuing trade
facilitation.   Although  differences  may  often  be  found  between  the  two  forces,  what  is
important  are  the  directions  for  the  trade  regimes.    First,  the  RKC  force  is  specific  to
Customs Administrations  and  it  moves  national  legislation  to  align  domestic  laws  and
regulations with the standards stipulated in the Convention.
Second, to the extent that the proposed TF rules in the WTO negotiations on trade
facilitation lead to their adoption and translation into legally binding commitments, WTO
member  countries  would  not  only  be  required  to  comply  with  them  but  could  also  be
brought  before  dispute  settlement  bodies.    This  partly  explains  apprehensions  among
developing countries about the proposed IT-related measures and what undue obligations
they may impose.
Third,  the  IT  directions,  at  least  in  the  WTO  negotiations,  clearly  point  to  two
directions:  (a) the use of an electronic medium for data storage, information dissemination,
public notification of rules and regulations, and information sharing among border agencies;
and (b) the eventual automation of customs and trade procedures for speedier clearance
and release of goods.
Fourth, the RKC provides for a sufficient period for WCO Contracting Parties to
implement the standards and transitional standards required in the General Annex.  Similarly,
it is anticipated that there will provisions for special and differential treatment, capacity-
building and technical assistance in the rules that may evolve out of the trade facilitation
negotiations in WTO.  Both forces therefore recognize the need for ample preparation on
the part of developing countries in the area of IT for TF.
Finally, while the RKC measures appear to be aimed at specific elements of processing
goods at the borders as well as the international standards needed, the results of the WTO
negotiations, even if confined to the three relevant GATT articles, may have to be sifted
and organized to achieve optimal synergy among TF procedures.
B.  Internal forces affecting adoption of information
technology in trade facilitation
In  addition  to  external  forces  that  move  countries  to  use  IT  in TF  (and  assure
international standards), there are internal forces that equally trigger IT use.  It is not easy
(and  may  not  make  sense)  to  exhaustively  define  what  these  latter  forces  are.    For
example, it can be argued that a fundamental foundation for a successful and efficient
computerized movement of goods procedure is the extent of automation taking place in
the rest of the economy and not just among the agencies with which traders deal.  In the
case  of  those  agencies  directly  involved  in  goods  movement  itself,  if  only  their  trade
function is automated and the rest of agency operations are not, any efficiency gains are
going  to  be  short-lived.    More  pointedly,  without  concomitant  changes  in  the  whole
“automation culture”, faster movement of goods is more difficult to achieve.  A study of IT14
in customs administration in Singapore showed that it was part of a larger effort to automate
the entire government machinery and not just the customs (Economic and Social Commission
for Asia and the Pacific, 2002).  Indeed, this approach later led to the networking of other
agencies dealing with trade into a single window that is now being replicated in the other
member countries of the Association of Southeast Asian Nations (ASEAN).
Within the national economy it would be useful to consider the forces that exist
within customs administration and related border agencies as well as those other forces
that equally influence the emergence of an “automation culture”.  The broad frame for the
adoption of IT in TF by customs would be under the rubric of customs modernization,
which underlies many components that are related to the adoption of IT.  Other national
forces can be found in the promulgation and practice of electronic commerce (e-commerce),
and the evolution of institutions, both in the public and the private spheres that provide the
associated forces.
1.  Customs modernization
A modernized customs regime is characterized as using IT for the administration of
its procedures as well as being interactive with other border agencies and transparent in
its operations.  However, behind these characteristics is a more modern customs law that
sheds  archaic  requirements  of  the  past  such  as  100  per  cent  inspection,  voluminous
documentation and extended storage.
6 In its place is fast release of goods (targeting only
a small fraction of goods for inspection), minimum documentation and efficient movement
of goods.  These are the hallmarks of the RKC.
Several  countries  in  Asia  have  revised,  amended  or  completely  changed  their
customs laws in order to recognize the need for modernization.  How far these changes go
can be appreciated by the fact that customs laws are often one of the oldest laws in most
countries  as  they  regulate  the  movement  of  traded  goods  that  has  been  going  on  for
centuries.  The mission and function of customs have changed from originally acting as
gatekeeper and collector of trade taxes to newer functions of facilitating the movement of
goods.   This  means  eschewing  strict  controls  on  facilitation  or,  more  accurately,  using
modern control techniques combined with facilitation.  Many variations of these changes
are evident in Asia.  For example, among the ASEAN countries, only Indonesian, Malaysian
and Vietnamese customs authorities continue to patrol borders as part of their mandates
(Centre for International Economics and the Society for the Advancement of Technology
Management in the Philippines, 2006).  The other ASEAN countries have relinquished
border security functions.  The creation of a new agency in Singapore, the Immigration
and  Checkpoint Authority,  partly  resulted  from  a  major  shift  in  the  Singapore  customs
authority giving up border security and concentrating on “behind-the-border” enforcement.
On the other hand, some customs authorities have included the collection of excise taxes
on traded goods as part of their functions.  Only the Lao People’s Democratic Republic,
Myanmar and the Philippines do not collect excise taxes.  The collection of trade statistics
has been added to customs functions in Cambodia, Thailand and Viet Nam.
6 See Mikuriya, 2005, for a discussion of the importance of customs legislation as part of customs
modernization.15
Most countries in the Asian region have revised or are in the process of revising
their customs laws to incorporate new developments in procedures and documentation of
trade transactions, among others.  The content of these laws varies across countries in
terms of details and scope.  What can be observed is that while modern procedures are
finding their way into revisions of customs laws, others are not integrated into their specific
provisions.  Nor are there common standards in publication and effectiveness of these
laws.  Prominent evidence of modernization is the availability of customs websites on the
Internet.  Yet the information available on these sites is not uniform across countries.  For
example,  some  of  the  sites  do  not  contain  flowcharts  of  procedures  (for  imports  and
exports)  and  the  associated  tariffs  for  goods.    Others,  on  the  other  hand,  even  have
downloadable forms for filing of declarations and other documentation necessary to conducting
business with customs.
Two of several characteristics of customs modernization are institutional changes
that facilitate trade and, at the same time, strengthen controls.  Reducing the number of
cargo inspections does not mean abandoning safeguards to ensure the appropriate collection
of revenue and protecting national security.  It means shifting the effort on the part of
customs  authorities  from  on-site  evaluations  to  other  means.    A  modernized  customs
authority applies risk management principles in administering procedures, which are obviously
not expected to be laid out in customs laws.  However, the procedures that reflect them
are the legal instruments available to customs authorities.  The establishment of a post-
clearance audit (PCA) as an integral part of customs functions is an important component
of customs modernization.  A PCA has to be legally embedded in customs law, which
define what it means, how it is to be carried out, the measures associated with it, sanctions
for violations, provisions for appeals and dispute resolutions, customs behaviour in practicing
PCA etc.  Also, in an electronic environment, how documentation is to be handled forms
part of the PCA.
The other related characteristic is the process of customs valuation.  Changes in
customs law invariably incorporate how goods are to be valued and how customs takes
them into account.  The GATT Agreement on Customs Valuation clearly defines the various
ways  of  valuing  trade  products  as  they  enter  customs  territories,  what  steps  customs
authorities are to take when declarations of valuations are made, alternative courses of
action in cases of inconsistent information plus many other specific processes.
The Singapore Customs Act (1960 with 17 amendments up to 2003) illustrates the
incorporation of PCAs in an electronic age where the law allows any document, list, receipt
or statement to be served or submitted by electronic means (section 86[1] of the Act).  At
the same time, the law also indicates what rules are to be followed when conducting an
audit of declared cargoes including the rights of declarants.  Customs valuation is incorporated
in most customs laws but with different degrees of detail.  Compare, for example, the Thai
Customs  Law  (Thai  Ministerial  Regulation  132,  B.E.  2534  under  the  Customs  Act,
B.E.  2534) with Cambodia’s draft law on customs (Chapter III, Article 21).
There are other modern customs procedures compliant with the RKC that need to
find their way into revised customs laws.  After all, changes in the way customs conduct
cargo  processing  partly  reflect  functional  shifts  from  controls  to  trade  facilitation.    For16
example, provisions that allow for pre-arrival lodgement (RKC General Annex [GA] 3.25),
advanced ruling, methods of duty payments (GA 4.6) etc. adhere to RKC standards.  The
RKC standards for customs behaviour should ideally be given in the customs laws; e.g.,
goods declaration checked soon after registration (GA 3.30), coordinated inspection with
other  agencies  (GA  3.35),  incomplete  goods  declaration  allowed  (GA  3.13)  and  many
others.
Selective  physical  cargo  inspections  are  implemented  across  most  territories  in
Asia but not all employ systematic risk assessment methods.  Instead, certain targets are
defined (e.g., 20 per cent of all entries are to be examined) based on other criteria such as
when  products  are  part  of  the  ASEAN  Common  Effective  Preferential  Tariff  (CEPT).
Alternatively,  customs  authorities  accredit  and  provide  special  processing  schemes  for
certain traders (e.g., Malaysia’s “Golden Client”, Thailand’s “Gold Card”, the Philippines’
“Super Green Lane”, Indonesia’s “Cargo Fast”, ASEAN’s “CEPT” Lane etc.).
Further evidence of these characteristics of customs modernization is the continued
adherence to, and acceleration of customs integrity, indicating a frontal effort to contain if
not reduce corruption in border transactions.  There is no shortage of declarations at the
international and national levels.  The WCO’s “Arusha Revised Declaration on Integrity in
Customs”  provides  the  international  framework  and  guidelines  for  countries  (along  10
principles).    Some  countries  have  drawn  up  Codes  of  Conduct  for  customs  including
regular training on anti-corruption (e.g., Brunei Darussalam’s “Quality Control” as well as
the  Codes  of  Conduct  of  Indonesia  and Thailand).    Other  customs  authorities  provide
rewards,  special  awards  and  salary  schemes,  bonuses  and  legalized  incentives  funds
either in actual legislation or with the aim of promoting integrity (e.g., the Lao People’s
Democratic Republic, Myanmar, the Philippines and Viet Nam).  These integrity considerations
are either integral to the country’s customs laws or are separate pieces of legislation.  With
a  customs  authority  that  focuses  more  on  facilitation,  faster  movement  of  goods  and
reliance on modern means, there is no doubt that integrity questions will become more
outstanding and therefore need to be carefully balanced.
Tables 2 and 3 summarize what customs modernization means across some selected
countries  in  Asia.
7 Table 2 is a summary of customs laws in these countries and their
progress in revision or amendments.  Nearly all have changed their laws to conform to
modern practices.  Table 3 provides an illustrative comparison of customs websites and
their content related to these practices.  Although neither table is exhaustive, the trend
appears to be that customs authorities are realizing the importance of adjusting to the
global environment of greater trade volumes, faster and synchronized movement, and the
provision of better and timelier information.
7 Tables 2 and 3 are modified versions of Tables II.9 and II.10 in Centre for International Economics
and Society for the Advancement of Technology Management in the Philippines, 2006.17
Table 2.  Customs laws in some Asian countries




Bangladesh Customs Act 1969
Brunei Darussalam Customs Act 1984 Yes
Cambodia Law on Import and Export Goods 1989 Yes
Taxation
India Customs Act 1962 Yes
Indonesia Customs Law Number 10/1995 1995 Yes
Lao People’s Customs Law 1994 Yes
Democratic Republic
Malaysia Customs Act/Custom Duty Act 1967/1978 Yes
Myanmar Sea Customs Act/Land Customs 1878/1924; last Yes
Act amended in 1990s
Philippines Tariff and Customs Code of the 1999 Yes
Philippines
Singapore Customs Act 1960/2003 No
Sri Lanka Customs Act Number 10 1983
Thailand Customs Law 1926/2000 Yes
Viet Nam Customs Law 2001 Yes
Table 3.  Information on some Asian customs websites
Customs
Declaration English




Brunei Darussalam www.customs.gov.bn √
Cambodia www.customs.gov.kh √√ √ √ √
India www.cbec.gov.in √√ √ √ √ √
Indonesia www.beacukai.go.id √√ √ √





Philippines www.customs.gov.ph √√ √
Singapore www.customs.gov.sg √√ √ √ √
Sri Lanka www.customs.gov.lk √√ √ √ √ √
Thailand www.customs.go.th √√ √ √
Viet Nam www.customs.gov.vn √√ √18
2.  Electronic commerce
When  commercial  transactions  (including  international  trade)  are  carried  out
electronically, it is important that they are legally recognized as being similar to manual
transactions.  Thus, there must be legislation that has the effect of legal recognition of
electronic records (data messages and electronic communications), the same legal effect
as writing or as an original record, and the legal effects of electronic signature.
The application of IT to trade transactions – for commercial purchases and sales of
goods and services, and for transactions with government agencies in the course of goods
declaration, the acquisition of licences and permits, the payment of duties and taxes, the
clearance of cargoes and their release from records of storage – involves actual effects
that mimic writing, creating records and files, and signatures affixed to the transactions.
This  falls  within  the  purview  of  electronic  commerce  (e-commerce),  which  may
include  buying,  selling,  marketing,  distributing  and  servicing  of  products  and  services
through electronic means such as the Internet and other computer networks.  It is the
electronic application to commercial transactions and a national law would be needed to
provide a legal basis for these transactions.
There are many concerns regarding the promulgation of an e-commerce law.  One
of the most important of these is the use of an electronic signature to signify agreement to
terms and conditions of transactions, submission of forms and applications, concurrence
with liabilities and debt instruments etc.  Even more importantly, an electronic transaction
must be able to authenticate an electronic signature as attributable to the owner as well as
ensure the integrity of contracts.
8
How important is an e-commerce law to the use of IT in TF? It is obvious that
electronic  submissions  of  customs  declarations  involve  transactions  between  traders
(or their agents) and government authorities.  The various messages exchanged between
customs and clients (e.g., the acknowledgment of submission and tagging of a transaction
number) need to be recognized as legitimate transactions with a legal basis.  A modern
customs  law  that  allows  electronic  submissions  and  wider  IT  will  require  a  legal  basis
which will have to come from a broader legislation.  Thus, an e-commerce law legitimizes
all electronic transactions, including those with government agencies.
The use of electronic or digital signatures to recognize submissions, the protection
of the privacy of data and personal (or trader) information, and other security concerns all
are an integral part of ecommerce.  The authentication of signatures may require the use
of public key infrastructure and other means to legitimize the transactions.  As fraudulent
and deceptive electronic practices increase, e-commerce laws may have to be made more
comprehensive, which will also affect (protect and promote) the integrity of IT in TF.  On
the  other  hand,  a  customs  law  that  uses  electronic  means  for  transactions  without
8 E-commerce laws simply recognize digital signatures; however, the integrity of the recognition
requires a more elaborate security set-up in order for the law to be credible.19
a concomitant legal basis may not be effective and will therefore make traders hesitant
such a system.
Many countries in Asia have started to enact e-commerce laws in order to provide
a legal basis for electronic transactions, including those in customs.  However, there is
substantial unevenness with regard to what is covered and how encompassing they are to
transactions with government entities.  In Asia, the ASEAN member countries apparently
are the most advanced in e-commerce legislation.  Table 4, which compares the status of
e-commerce laws in ASEAN between 2004 and 2007, shows that four of the countries had
already enacted e-commerce laws as early as 2004.
Table 4.  E-Commerce legislation in ASEAN
Country 2004 2007
Brunei Darussalam Enacted Enacted
Cambodia None Draft
Indonesia None Draft






Viet Nam None Enacted
Source: United Nations Conference on Trade and Development, 2007.
Although half of the ASEAN member countries had no e-commerce laws in 2004,
but by 2007 all had either enacted such a law or had completed a draft law.  The pace at
which these laws were considered and legislated can, in part, be explained by the efforts
at  the  regional  level  to  provide  a  platform  for  accelerating  the  e-commerce  legislation
process.    ASEAN  is  the  first  regional  organization  in  the  developing  world  to  have
a harmonized e-commerce legal framework across jurisdictions.  Following an ecommerce
initiative in 1999, the member countries entered into an e-ASEAN Framework Agreement
to establish an ASEAN Information Infrastructure.  Two national milestones were part of
the agreement – enactment of domestic legislation to provide legal recognition of electronic
transactions (cyber laws) by the end of 2008, and facilitation of cross-border electronic
transactions and the use of digital signatures.
Other efforts are underway in Asia towards harmonizing e-commerce laws.  The
South Asian Association  for  Regional  Cooperation  is  carrying  out  its  Harmonization  of
E-Commerce Laws and Regulatory Systems in South Asia, and the Pacific Islands Forum
has  its  Cyber  Laws  Strategy  as  part  of  its  Pacific  Plan  for  regional  cooperation  and
integration.  Yet, individual countries have also paid attention to legislating ecommerce20
laws such as Nepal’s Electronics Transaction Act, 2006 and India’s Information Technology
(Amendment) Bill.
While table 4 appears to indicate that ASEAN is close to having unified e-commerce
laws,  the  content  and  coverage  differ  across  the  member  countries.    Some  parts  of
e-commerce are not covered by some laws.  Table 5 shows the extent of these differences
across the ASEAN countries














regulation  regulation  resolution
Brunei None None Enacted None Enacted Enacted Enacted Enacted None
Darussalam
Cambodia None None None None None Enacted Enacted Draft None
Indonesia Draft Draft Draft None None Enacted Draft Draft None
Lao PDR None None None None None Planned None Draft None
Malaysia Enacted Draft Enacted Enacted Enacted Enacted Enacted Enacted None
(voluntary)
Myanmar None None Enacted None Enacted Planned None Enacted None
Philippines Enacted None Enacted/ Draft None Enacted/ None Enacted Enacted
draft draft
Singapore None Enacted Enacted Enacted Enacted Enacted None Enacted None
(voluntary)
Thailand None Draft Enacted Planned None Planned None Enacted Planned
Viet Nam None None Enacted None None None Enacted Enacted None
Source: ASEAN E-commerce Project, Survey of Cyber Laws in ASEAN (internal project materials),
ASEAN secretariat and Galexia, October 2005 (updated August 2007).
Table 5 shows that there is no uniformity in the coverage of the e-commerce laws
in ASEAN.    This  is  unlikely  to  take  place  immediately  as  the  member  countries  have
different perspectives on these specific components.  However, in the case of the most
important component, electronic contracting, more than half have enacted the necessary
provision in their e-commerce legislation, with the remaining members committed to eventually
enacting it.  This part of e-commerce law is crucial to concluding contracts as it incorporates
the recognition of electronic and digital signatures.
There are other associated concerns regarding e-commerce laws but not particularly
pertinent to customs modernization.  These include jurisdiction of electronic transactions
(i.e., which court oversees appeals and disputes concerning customs decisions), taxation,
international transfers of personal data as well as others that deal with global electronic
transactions.  Only the minimum parts of the e-commerce laws are actually important to
customs modernization using IT.  What is necessary is ensuring that the use of IT will not
be any different, in legal terms, from manual transactions and paperwork in transactions
with customs authorities.21
C.  Implications
The previous sections describe the various forces, both external and internal, that
have prodded developing and least developed countries to adopt IT in their international
trade transactions.  The developing countries of Asia have also adopted the use of IT in
varying degrees but all in the name of facilitating trade.  Crucial among these are the
measures on the table of the WTO NGTF.  Once these are accepted as binding obligations
on the part of WTO members, they may have limited choices in terms of carrying them out.
However, it is also true that there are inherently important merits to the use of IT, especially
on the part of border authorities (customs in particular).  As countries modernize their
customs organizations they cannot avoid the need for computerization and automation of
transactions with international commercial stakeholders.  On the other hand, as pointed
out in the previous section, there must be associated legislation so that electronic transactions
in  general,  and  with  government  authorities  in  particular,  provide  the  necessary  legal
recognition.
The question that follows from adopting IT in transactions with customs authorities
is whether this will have an even impact on the traders and other stakeholders, or whether
this will have distorting effects on the development and evolution of small-scale traders,
i.e., small-scale exporters and importers, relative to their larger counterparts.  More pointedly,
it is important to understand the larger development impact of IT in TF, i.e., on the part of
small and medium-sized traders.  After all, many of common objectives of widening and
deepening  international  commerce  in  development  are  the  prospects  of  drawing  more
small-scale traders into mainstream global commerce.
Implicit in some of the measures being proposed at the WTO level is the removal
of institutional wedges between world markets and domestic entrepreneurs.  For example,
among the measures related to formalities connected with importation and exportation is
the elimination of pre-shipment inspections and the phasing out of the mandatory use of
customs brokers.  The former goes against the very idea behind the Agreement in Customs
Valuation, which not only sets the sequential procedures for valuing traded products but
would effectively lead to their lower landed prices.  The standards suggested in the WCO
Framework of Standards to Secure and Facilitate Global Trade (SAFE) would allow other
ways of securing similar information than the traditional pre-shipment inspection facilities.
On the other hand, the proposed phasing out of the use of customs brokers needs
to be seen in the light of the wider availability of the Internet in conducting trade transactions
with government border authorities.  As the Internet is seen as a veritable democratizing
instrument that allows wide access to electronic commerce, it is only fitting that traders are
able to deal directly with customs and other agencies in an electronic environment.  In
addition,  as  specific  components  in  the  use  of  the  Internet  increase  security,  enhance
interoperability  with  other  peripherals  and  result  in  protocol  languages  becoming  more
standardized,  the  Internet  becomes  the  reference  for  trade  transactions.    There  is  no
doubt that if the more dedicated electronic vehicles remained, it would be difficult for small
establishments to access the electronic environment.  Again, the idea behind the WTO
measure is that it would facilitate trade and further reduce transaction costs on the part of22
traders.  Indeed, as the speed of Internet facilities increases and the cost continues to
decline, transaction costs of using electronic means will decrease and benefit everyone,
both in the trading and the non-trading communities.
The  answer  to  whether  the  removal  of  these  wedges,  coupled  with  the  other
positive  elements  supportive  of  electronic  transactions,  will  actually  lead  to  significant
benefits can only be found by understanding the changes empirically.  In the development
language, the inclusive effects of IT in TF need to be explored.
Several  points  have  to  be  considered  in  any  evaluation  of  these  issues.    For
example, there may be other benefits that traders derive from using customs brokers or
even pre-shipment inspection facilities that they would have to forgo when dealing directly
with customs and other agencies through the Internet.  For some, the transaction costs
may even increase while not for others.  Small-scale importers and exporters may not be
computerized,  given  their  low  volumes,  and  they  prefer  to  outsource  transactions  with
governments.
Small-scale traders may require capacities that not usually associated with their
normal activities, e.g., production of commodities that are not technology-intensive.  Their
sizes may not be sufficient to undertake direct electronic transactions even through the
Internet.    However,  this  does  not  mean  they  are  not  computerized  in  terms  of  billing,
accounting and other office operations.
Other factors may exist that will provide preferential treatment for large-scale traders
as they use electronic means for their transactions.  Many customs modernization programmes
include the designation of preferred customers and clients for faster services based, for
example, on the volume of transactions.  While this will encourage traders to expand their
trade, consolidate with other traders or undertake systematic joint ventures, it may also be
discouraging.
If  the  use  of  IT  by  small  and  medium-sized  traders  actually  leads  to  speedier
movement of their exports and imports, reductions in their transaction costs in terms of
cutting down the time involved in dealing with government agencies, and the elimination of
their  need  for  other  unnecessary  operations  including  bad  governance,  it  would  mark
progress in a more inclusive trading regime.  In addition, it would make sense to target IT
in TF towards wider involvement.  The forces that have been identified in this chapter only
alter an environment accustomed to using to manually operated systems.
D.  Conclusion
The context of IT in trade facilitation can be traced to several forces, both within
developing countries and outside, through various international Conventions and institutions.
While global trade may have necessitated electronic means for conducting international
commerce, this does not immediately mean that transactions between government authorities
and the trading establishment are automated.23
However, the drive for modernizing customs, changing standards for customs to
conform to an increasingly automated global trade, and the WTO agenda to attend to
trade facilitation through binding measures and obligations have essentially set the stage
for considering IT in TF.  Setting standards and “best practices” consistent with an electronic
environment ensures that transaction costs are minimized while maximizing the flow of
trade.
Recognizing  the  trend  towards  IT  for  not  only  global  but  domestic  commercial
transactions has also encouraged governments to provide a legal mantle for electronic
commerce.  Efforts to legislate e-commerce laws have helped traders to increase their use
of IT.  In tandem with revisions of customs laws to allow electronic transactions to substitute
for manual and paper-driven operations, these laws have helped set the stage for IT in TF.
How much these efforts have changed the climate for supporting if not reducing the
disadvantages that small-scale traders face in the international trading arena needs to be
systematically studied and empirically documented.  Because of the increasing use and
declining costs of Internet facilities as a medium for electronic transactions, there are also
questions that likewise need empirical answers.  For example, can existing institutions that
have traditionally facilitated trade be abolished and traders be allowed to deal directly with
government  institutions  to  clear  goods,  secure  necessary  formalities  and  reduce  their
transaction costs?  It may be important to define the mechanisms by which IT in TF has an
impact on traders, especially small and medium-sized businesses, and how the context of
IT in TF, described in this chapter, influences their behaviour.24
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II.  TRADE FACILITATION, INFORMATION TECHNOLOGY
AND DEVELOPMENT IMPACT:  FRAMEWORK
AND EXPERIENCE
By Florian A. Alburo
Introduction
It is important to lay out a framework for understanding how trade facilitation (TF)
affects  the  movement  of  goods,  and  where  information  technology  (IT)  fits  in.    This
relationship, in turn, sets the stage for locating small and medium-sized enterprises (SMEs)
in international transactions.  There is an increasing amount of substantial literature on TF
and equally wide knowledge of IT.  While it is not the intent of this chapter to survey these
materials,  to  the  extent  that  they  are  relevant  to  the  following  discussion,  they  will  be
referred to appropriately.
Section A elaborates on TF and the wide range of instruments that have been used
and  analysed  while  section  B  details  some  actual  experiences  in  the  use  of  IT  in TF.
Section  C  examines  small  and  medium-sized  enterprises  and  IT  in  TF.    Section  D
summarizes this chapter and considers the implications for inclusive growth.
A.  Framework and empirical evidence
Identification of the channels and mechanisms by which trade barriers other than
transparent  tariffs,  when  removed  or  reduced,  affect  commercial  transactions  –  levels,
composition and speed – and overall economic conditions is at the core of the framework
needed to understand the development impact of the use of IT in TF.  The removal or
reduction of these barriers and the associated measures that both the public and private
sectors apply are within the scope of TF, although there may then be a need to delineate
the instruments that include the use of IT.  How IT comes into TF, to the extent that it is not
an integral part of it, also becomes part of this framework.
In an Asia-Pacific Economic Cooperation (APEC) (2002) study, TF was not directly
associated with the use of IT.  Rather, the study noted, TF was considered to comprise
activities in the movement of goods across borders that “... lower the costs of administration,
standardization,  technology,  information,  transaction,  labour,  communication,  insurance
and financing as well as reduce time costs related to these procedures.  The technology
costs are involved during standards procedures, and information costs arise while importing
or exporting goods and services.  These costs result in loss of economic efficiency and
reduce gains from trade...”.  What matters here are those actions by economic agents that
lower these costs.  Instead of considering various options for carrying out TF, the study
measured the effects of these TF activities on macroeconomic and trade variables.
On the other hand, the study by the Organisation for Economic Co-operation and
Development (2005) on the role of automation in TF analysed the effects of automating TF
measures, many of which are customs-related.  Indeed, the major focus of the study was26
on examining the impacts of automating the entire customs procedures related to imports
and exports.  The study surveyed the range of benefits and costs associated with such
automation.   Although  automation  is  not  seen  as  a  “panacea”  for  TF,  it  improves  the
movement of goods across borders.  A paperless environment, the increased use of the
Internet and a legal framework that allows digital transactions all suggest that an automated
TF increases the efficiency of commercial transactions.
There are at least two forms of thinking on TF and how IT fits into the scheme of
things.    One  is  simply  to  analyse  how  non-tariff  barriers  to  trade  affect  international
transactions on the trading countries.  Such a framework identifies those barriers and then
traces the effects of removing them, either in total or as specific components depending on
the array of those components.  The task of their reduction or removal comes within the
purview of trade facilitation, given that they are often non-tariff in nature.  This line of
thought  refrains  from  laying  out  how  the  TF  measures  are  to  be  undertaken  and
implemented.  Thus, IT does not enter into the framework in concrete ways and is often
left as part of the TF agenda.  IT may only be one means of addressing the reduction of
these barriers.
Another  view  is  simply  to  analyse  what  happens  to  trade  and  the  economy  in
a scenario where pervasive barriers are dominated by bureaucratic formalities, documentary
requirements and the involvement of multiple public and private agencies, and the ensuing
scenario  where  these  barriers  are  removed  through  automation  of  processes  and
procedures.  The presumption is that these processes and procedures act as bottlenecks
to the movement of goods across borders.  Automation is the trade facilitation measure
applied and its impact is in the speedier flow of goods.
It would appear that if there are differences in the underlying framework between
these two lines of thought they may be subtle, not striking.  Yet, when we go into some of
their details in terms of the scope of TF, methodology for measuring TF, and implications
for addressing and using IT, the differences may turn out to be more prominent.
1.  Trade barriers and measures, and empirical analyses
In the first place, the barriers that are identified and for which TF measures are
applied vary considerably.  These could be “non-price” wedges between domestic and
world prices including non-tariff measures (conventionally viewed as policy driven such as
licences  and  quotas),  transportation  bottlenecks,  logistics  constraints,  infrastructure
deficiencies and administrative weaknesses.
The innovative ways in which these have been further indicated or quantified have
grown in recent years.  In the APEC (2002) study, trade costs incorporate transactions
costs (transport and insurance), policy costs (tariff and non-tariff barriers) and facilitation
costs  (absence  of  trade  facilitation).    A  reduction  in  any  of  the  components  can  be
considered as equivalent to a reduction in trade costs.  While it is theoretically possible to
measure the incremental welfare effects of TF (depending on the parameters of import
demand and change in trade costs), the usual empirical basis for measuring barriers has
used results from surveys of firms about their magnitude.  In Arvis and others (2007), for27
example, TF practitioners rated a range of measures of logistics performance on a given
scale.  These various ways of quantifying the costs of TF have revealed such measures as
trade costs of non-tariff barriers as a share of total trade values, technology standards
imposing 10 per cent of production costs, the equivalence of health restrictions to tariffs,
costs  of  transport  restrictions  to  border  crossings  as  share  of  total  transport  time,
a monopoly in port services in terms of export taxes etc.
The results from surveys of business firms appear to indicate the relative importance
of different trade impediments, which can then be measured against trade costs.  In the
APEC (2002) study, the results reveal that high tariffs, complex customs and administration
procedures, trade restrictions and quotas, business mobility, standards and licences rank
in decreasing importance (as barriers) to international commerce.  Further breakdown of
these categories provides finer specifications of the impediments.  However, a consolidated
measure of costs is in terms of effects on transactions costs, prices of imported products
and increases in consumer demand by trade facilitation.  These variables are then used to
estimate  their  influence  on  the  broader  macroeconomic  indicators  such  as  aggregate
output, employment, wages, inflation, trade volumes and other trade-related indicators.
Their numerical impacts indicate how much they impinge on the economy in general and
on the trade sector in particular.  In addition, since the variables are only outcomes of
more specific actions, they do not point to direct TF measures.
Consider now what happens if we translate into specific variables the finding (from
surveys)  that  complex  customs  procedures  and  trade  administration  are  the  main
impediments to faster trade flows.  A common direction followed is a “time and motion”
study of the customs procedures and trade administration.  By breaking down the entire
procedure  into  component  parts  that  are  attributable  to  various  administrative
responsibilities, it is possible to measure the impacts of addressing individual components
on the speed of trade movements.  The increments can then be estimated in terms of
trade values, volumes and eventual effects on the economy.
In the second place, the way these barriers are modelled in determining how TF
measures  would  affect  the  trading  economies  equally  varies.    Some  studies  note  that
empirical analyses of TF employ an array of methods such as surveys (e.g., how important
barriers  are  to  traders),  gravity  models  (examining  the  importance  of  geography  in
explaining the existence of barriers), partial equilibrium analyses and general equilibrium
modelling.
Many of these models have been used to analyse the economic benefits of TF.  In
a  review  of  these  models  by  APEC  (2002),  partial  equilibrium  analyses  focused  on
estimates of the equivalence of trade restrictions to tariffs on consumer welfare gains and
in  terms  of  gross  domestic  product  (GDP)  effects,  and  the  effects  of  standards  and
conformance in terms of trade costs (value of trade).  Surveys obviously focused on the
nuts-and-bolts of TF – time costs for freight loading, transactions costs and compliance
costs of standards.  Regression estimates revealed how much trade creation took place,
and the volume and value increases resulting, for example, from standardization.  The
larger computable general equilibrium (CGE) models yielded estimates of increases in real
incomes from tariff reductions and TF measures.  The inclusion of wider barriers to trade28
through infrastructure bottlenecks, logistics (domestic and international) networks, clearance
processes by customs and other agencies, facilities to track and trace shipments etc. has
used ratings by TF professionals regarding performance in individual countries (Arvis and
others, 2007).  These ratings can be used to trace their effects on larger macroeconomic
variables (e.g., impacts on trade and poverty).
Overall, in the context of this study, existing analytical frameworks of trade facilitation
are characterized by, on the one hand, the use of aggregate macroeconomic indicators,
trade impediments often indexed by surrogate variables, and models and methodologies
that do not fully take into account automation and other IT instruments; and on the other
hand, by the use of comparative indicators (usually from time-release studies) of trade
transaction efficiency before and after the institution of automation and other IT applications.
Changes in the comparative indicators are attributed to IT use as the principal TF measure,
although other related measures may also be included in the analyses.  The mechanisms
by which TF affects trade, aggregate output and income are similar, although the ways in
which they are arrived at may differ.  For example, changes in freight loading/unloading
times can be translated into increases in the volume of trade and other aggregate economic
indicators while impacts on trade volumes can be translated into increased movement of
goods across borders (loading/unloading times).  Indeed, they are mirrors of each other.
2.  GATT framework and empirical analyses
The underlying context of the TF framework laid out so far is the broad economic
changes that take place when non-tariff (and even more broadly, “behind-the-border” and
“inside-the-border”) impediments to trade are removed or reduced.  It takes into account
many interacting variables economy-wide.  However, a narrower context for TF has also
evolved,  defined  by  parameters  in  which  new  trade  rules  governing TF  will  eventually
emerge.  These relate to the GATT 1994 Articles V (Freedom of Transit), VIII (Fees and
Formalities Connected with Imports and Exports), and X (Publication and Administration of
Trade Regulations).
In the analytical exercises related to the framework, the success of TF measures
is  usually  indicated  by  a  fall  in  the  price  of  imports,  which  would  be  tantamount  to
improvements  in  activities  related  to  the  three  GATT Articles.    In  a  partial  equilibrium
setting it is then possible to estimate the effects of price reduction (in equivalent terms to
some TF initiatives) on trade and the larger macroeconomy.  Also, in the CGE modelling
the effects can be traced of the TF surrogates on specific sectors of the economy, various
components of demand and other aggregates.
Wilson,  Mann  and  Otsuki  (2004)  attempted  to  combine  the  ratings  of  various
impediments found in many surveys with more objective data on trade flows, tariff structure
and  traditional  explanatory  variables  of  trade  on  cross-country  experiences  covering
75 countries.  Four indicators of TF were constructed and used – standardized ratings on
port efficiency, customs environment, regulatory environment and service infrastructure.
They argued that these indicators reflected the TF agenda of Articles V (port efficiency),
VIII (customs environment), and X (regulatory environment) in addition to also indicating29
“border”  measures  (port  efficiency  and  customs  environment)  and  “behind-the-border”
measures (service infrastructure and regulatory environment).
The Wilson, Mann and Otsuki study results showing the importance of TF measures
in expanding trade appear to be consistent with limited country-level data.  Indeed, what
those results suggest is that unilateral TF reforms and implementation would lead to gains,
especially in terms of exports.  The types of reforms needed by each of the categories of
TF cannot be answered by the study but by a complementary framework that deals with
the actual “nuts and bolts” in the movement of goods across borders.
The Wilson, Mann and Otsuki study illustrated a combination of the two streams
out of the TF framework.  The further specification of the border trade impediments into
their components highlighted varying results.  In addition, as they indicated, the literature
that uses aggregative data tends to show large TF impacts simply because they generally
incorporate many of the particular activities involved in reducing trade barriers, both at the
border and behind the border.  They generally find high TF elasticities of trade.
1 This is
also validated in some of the CGE models used in evaluating the impacts of TF on the
aggregate economy.
The APEC (2002) study estimated that the increase in GDP arising from TF (which
is presumed to be reflected by a 5 per cent reduction in trade costs over five years across
all the economies) would be unevenly distributed, with Singapore recording the largest
gain  and  the  United  States  the  smallest  gain.
2 In the recent CGE simulation (Trade
Sustainability Impact Assessment) of the proposed ASEAN-European Union Free Trade
Area the results are similar – large output gains for some countries, small for others.  In
terms  of  export  (value)  increases,  the  underlying  TF  elasticities  are  quite  high  across
different TF configurations (proxied by a 1 per cent reduction in border costs for limited
FTA, and a 2 per cent cost reduction plus 1 per cent cost reduction in some sectors for
ambitious-plus FTA) analogous to the impacts on aggregate outputs (ECORYS, 2009).
It is also possible to observe the effects of a singular trade-facilitating measure on
the economies of trading partners.  Examples of such a singular measure include port
development,  transport  infrastructure,  logistics  support  and  IT  installation.
3 In actual
experience, a singular measure is often implemented as part of a larger package, especially
if  time  horizons  differ.    The  study  by  Warr,  Menon  and  Yusuf  (draft  manuscript  2009)
applied  general  equilibrium  modeling  to  evaluate  the  aggregate  effects  of  the  second
Mekong bridge between the Lao People’s Democratic Republic and Thailand – providing
a new trade link that is directly connected with the road infrastructure of the East-West
1 The highest elasticity comes from improved port efficiency compared with the elasticity of improved
customs environment or services sector infrastructure. Note that port efficiency uses port facilities,
inland waterways and airports.
2 The 5 per cent reduction in trade costs is the trade facilitation target of the APEC economies.
3 Some of these singular measures, including standards harmonization, tariff-reduction equivalence
of saved shipping time, increased web hosts and trade flows, and reductions in bilateral telephone call
prices and bilateral trade flows, were reviewed in Wilson, Mann and Otsuki, 2004.30
Economic Corridor of the Greater Mekong Subregion – on trade together with other effects.
The model used in the study simulated the effects of different magnitudes of reduction in
transport costs between the two border provinces arising from the use of the bridge.
Initial results for the long term indicate large gains in trade not only between the
two countries but even larger gains in terms of each country’s trade (exports) to the rest of
the world.  The responses vary by commodity but in general it appears that there is greater
gain on the part of the Lao People’s Democratic Republic from the transport infrastructure
facility than on the part of Thailand.  These results however can not be truly attributable to
the infrastructure alone since the presumption is that cross-border facilities have equally
been provided.  This result was apparently confirmed when the bridge became operational
and the associated TF measures such as customs improvements (e.g., one-stop inspection
and electronic submission of declarations on the part of Thailand) were implemented.
This review of various ways of looking at trade facilitation suggests some common
framework in which changes take place.  There are obviously direct behavioural changes
on the part of economic agents along the chain from the moment goods arrive at the ports
until they are delivered to final destinations as well as indirectly on the broader surrounding
economy.   A  range  of  methodologies  are  applied  in  measuring  the  effects  of TF  and,
depending on the variable specification, these changes result from particular measures.
TF can also be seen as specific intervention modalities that can be considered as projects
for  which  ex  ante  benefits  can  be  identified  and  quantified.    When  combined  with
quantification of costs, it is possible to arrive at traditional benefit-cost ratios to determine
viability of the interventions.
Tracing behavioural changes of traders and other beneficiaries directly and indirectly
related to TF requires measuring its effects on trade and related sectors, and on the rest of
the economy through other channels (e.g., trade expansion leading to increases in per
capita GDP, real wages and real consumption).  Efforts have been made to not only to
develop  a  larger  framework  to  examine  the  impact  of  TF,  but  of  postulating  how  TF
influences the economy, e.g., in APEC (2002), ECORYS (2009) and Warr, Menon and
Yusuf (2009).  Data and information from multiple sources and the use of ratings from
trade specialists on effectiveness of TF would also be a way to trace the influence of TF
on specified dependent variables.  Duval (2006) relied on a survey of trade facilitation
expert to qualitatively assess the cost and benefits of specific trade facilitation measures.
Wilson, Mann and Otsuki (2004) as well as, more recently, Helble and others (2009), try
to  quantify  the  impacts  of  TF  measures  on  trade  behaviour.    However,  because  the
combined data include objective and subjective variables, these results often have to be
complemented by other objective data.
4
4 A possible source of such data is the World Bank Doing Business dataset (www.doingbusiness.org),
which provides quantitative export and import time and cost data rather than perception based TF
performance indicators.  See Djankov, Freund and Pham (2006), and Duval and Utokhtam (2009) for
analysis of the impact of TF on trade using some of these indicators.31
Nevertheless, the underlying framework stays with behavioural changes.  What is
behind the assessments of benefits and costs of various TF measures (e.g., the institution
of advanced rulings, creation of post-clearance audit facilities and, electronic submission
of entry documents) is the measurable stream of benefits and costs that, in turn, imply
behavioural changes (on the part of the beneficiaries).  In the particular exercise of looking
at TF interventions as an economic project analysis, it is necessary to sift through the
quantitative results with regard to whether they are all caused by the intervention or not,
since comparisons of benefits before the intervention (through a TF project) and after the
intervention may not be totally due to that intervention.  This type of qualification also
holds true for all the other behavioural analyses of TF.
Assessments not within the immediate ambit of the above framework are those
that  follow  the  movement  of  goods  as  they  cross  the  border,  go  through  various
documentary, physical, technical and other requirements until final clearance and delivery.
It is the behaviour of the goods that is being observed.  However, attributing their movement
to specific interventions (e.g., at various windows) requires an analogous framework for
eliminating other explanations for the observations.  There may be a multitude of reasons
why  goods  movements  behave  the  way  these  do  during  import  and  export  formalities
(e.g., the type of goods, cargo content, country of origin and intermediate ports, broker for
the  consignee  etc.).    It  is  important  to  remove  alternative  credible  explanations  before
asserting  that  a  TF  measure  explains  the  movements.    The  resulting  changes  in  the
movement of goods can also be transformed into equivalent volume and value of trade
changes and other indirect effects in the same way that the other modes for examining TF
are specified and analysed.
Automation has not really been integral to the framework that has been used in
understanding how TF affects trade.  In many instances, the use of IT is subsumed in the
measures being studied.  For example, the Global Competitiveness Report rates the level
of efficiency in customs procedures but not specifically whether the customs environment
is automated or not.  In some instances, the use of IT in trade procedures falls far short of
being automated.
5 In a number of countries in Asia, IT is only utilized up to the submission
of goods declaration in electronic format.  Developing a procedure to evaluate the effects
of this partial IT would be difficult.
B.  Experience with information technology
in trade facilitation
There are not too many reviews of the use of IT as a TF measure.  In fact, the
recent  reviews  by  Grainger  (2007  and  2008)  noted  that  “...it  is  surprising  that  so  little
literature  on  the  subject  has  been  produced...” Although  the  OECD  (2005)  study  was
principally on customs automation, it also notes the paucity of reliable data across countries
5 Even if only certain steps in the procedures of a particular agency are automated (more specifically
in electronic format) there would always be benefits, however partial. It is a matter of measuring these
procedures against the alternatives. Customs procedures in some Asian countries are only partially
automated.32
that would allow a detailed assessment of the benefits and costs of customs automation.
One way of looking at IT for TF is to consider the existing literature, which appears to fall
within  two  distinct  categories.    One  category  provides  the  necessary  knowledge  for
developing IT systems that facilitate trade.  This means identifying technical conditions,
associated hardware and software essential to running automation, that help move goods
across different formalities.  Within this set of materials are various off-the-shelf programmes
that can run and operate the IT systems, or several independent IT systems that can be
replicated in other environments and settings.
But  the  “IT  for  TF”  in  this  sense  appears  too  broad.    First,  the  multitude  of
government and private agencies with border functions are part and parcel of what TF
should focus on, i.e., quarantine agencies, port authorities, warehousing establishments,
logistics firms, brokerage or customs house agents among many others.  The importance
of these different organizations depends on the types of products being moved, the location
of borders, and other physical and geographical conditions in the trade transactions.
Second, the development of IT platforms often takes place modularly, i.e., within
a single agency, and is dictated by its individual conditions, capacities and readiness, and
facilities, among others.  If the development is outsourced, as it may usually be, it would
be tailored to fit the organization.  Rolling out this single platform to the trade formalities
can be the TF.  Multiplying this development across many agencies, public and private,
does not guarantee that trade facilitation will take place.  For instance, there is a problem
of interoperability across varying platforms; thus, instead of facilitating formal processes,
the varying IT systems may even lengthen them.  Another example is that an IT system for
each agency may require different electronic forms; thus, electronically filed data may end
up  being  cumbersome  to  traders  and  the  different  systems  would  then  have  multiple
records for the same transaction.
Finally, IT being broad may not really be material to TF if there is active coordination
and  collaboration  in  the  development  of  IT  platforms.    Indeed,  this  may  require  the
designation  of  an  agency  to  act  as  a  hub,  gateway  or  portal  through  which  different
systems become interoperable.  Once the hub is agreed upon, the scale of TF will then
depend on the speed in which the other agencies and organizations are effectively linked.
The other category of literature on IT in TF focuses on analysing and measuring
the benefits from automation.  Indeed, the presumption of this category is that IT is clearly
beneficial,  based  on  classic  transformation  in  some  countries.    It  is  almost  taken  for
granted that when IT is carried out the benefits that accrue to trade outweigh the costs that
are incurred in installation, continuing maintenance and regular upgrading.
Since  both  categories  of  literature  usually  refer  to  IT  in  customs  and  customs-
related procedures, their institutional reference is a country’s Customs Administration.  The
benefits from IT depart from improvements in the area of customs formalities while the
development of IT platforms concentrates on how automation can be applied in its steps
and processes.33
It  is  therefore  not  surprising  that  the  documented  experiences  in  IT  for TF  are
mostly in customs administration.  The OECD (2005) study considered different country
experiences in automation among both OECD and non-OECD countries.  The automation
TF  was  viewed  as  a  project  with  associated  costs  and  benefits.   Although  the  study
admitted that cost determination was unique to country characteristics and that there was
no common template, it noted that there were important parts of automation for which cost
parameters were more identifiable.  For example, the adoption of the off-the-shelf system,
i.e., Automated Systems for Customs Data (ASYCUDA), has predictable costs in installation
and maintenance; costs of computers and other hardware are readily available and some
infrastructure costs are also common.  In short, there are costs that allow comparability.
Automation costs are only part of the larger customs development programme in
the experiences of the Russian Federation, the United Republic of Tanzania, and Central
and Eastern Europe.  Between 40 per cent and 60 per cent of the total costs are for
automation;  however,  there  is  no  indication  what  the  remaining  costs  are  for  in  those
countries (OECD, 2005).  It is also important to note from these various country experiences
that while there is an expectation that migration to the Internet reduces costs in the long
term,  this  upgrading  will  initially  entail  costs  (e.g.,  Senegal’s  customs  operation
management  system  upgrading  to  a  web-based  version).    Cost  comparisons  are  also
available  between  off-the-shelf  systems  (e.g.,  ASYCUDA)  and  those  independently
developed to meet particular country settings, with the latter costing 10 times more.  In
addition to these general investment costs, there would be costs in running the automation
services when users access the facilities, submit forms and exchange messages with the
system.  In most instances, operating costs are shouldered by individual users on whom
fees are supposed to be levied that approximate the costs of delivering the services under
Article VIII of GATT 1994.
The benefits from automation go to private traders and governments in terms of
greater  efficiency  in  cargo  movements,  improved  governance  due  to  a  reduction  in
smuggling and in face-to-face transactions with officials, predictable revenues, and decline
in delays in transactions and their costs.  The measurement of benefits from automation
is  mostly  in  terms  of  the  reduction  in  the  customs  clearance  time  of  goods.    Country
experiences with these types of benefits show wide variation, from 168 hours in Guyana to
single-digit hours in other countries.  This is driven home further by comparisons between
automated and non-automated environments in customs procedures.  Again, the differences
between  the  two  have  wide  variations  (e.g.,  in  Thailand,  the  difference  is  between
one-third and one-quarter of the time in manual processes; in New Zealand, clearance by
automation is one-forty-eighth the manual time at maximum; in Chile it is one-fifth the
manual time).
6
Stacking up this array of quantitative benefits against costs answers the question
whether investment in automation pays off.  The experiences of automation in the United
States,  Chile  and  Singapore  are  described  as  illustrative  of  the  high  pay-off  from  the
6 In table 1 of OECD, 2005, the list of countries with customs automation includes information on
the year installed, coverage of the automation system that is installed and clearance time.34
application of IT in customs procedures.  Indeed, the benefit stream appears so large that
it becomes hardly an issue whether automation should take place.  Business savings,
productivity improvements and efficiencies in customs administration all point to the high
benefit-cost ratio of IT.
In the more detailed analysis by the Economic and Social Commission for Asia and
the  Pacific  (ESCAP,  2002)  of  the  evolution  of  Singapore’s  automation  more  items  are
indicated as composing benefits and costs.  For example, the direct costs (S$ 20 million in
1987) constitute the development of the system, while some traders incur indirect costs
through subscription, access, equipment and set-up (some of these are one-time costs
and others are recurring transactions costs); others may incur more costs, especially those
that are not exposed to IT at all and thus the associated direct training costs.
On  the  other  hand,  not  included  in  the  estimated  stream  of  benefits  are  those
accruing to other government agencies using the system as well as other organizations
that indirectly benefit such as the transport sectors, logistics providers etc.  (Economic and
Social  Commission  for  Asia  and  the  Pacific,  2002).    Although  it  is  quite  clear,  if  not
obvious,  that  the  potential  benefits  from  automation  of  customs  procedures  in  TF  are
large, it also evident from the often-illustrate limited experiences that the details of these
benefits and costs in a project analysis context are not adequately laid out.
A comprehensive rationale can always be found for the application of IT in TF, e.g.,
the United Nations Conference on Trade and Development (UNCTAD) (2006), in terms of
increasing  the  volume  of  trade,  globalization  of  production  platforms  and  their  needed
speed and synchronization, increasing accessibility of telecommunications infrastructure
and liberalized environments, greater interaction with the transport and logistics sectors,
and expanded participation of the private sector in the management of trade processes
(e.g., through privatization of ports).  Indeed, electronic TF is ultimately viewed as a global
portal development derived from initial stages of single-window national portals to multi-
nation and regionally integrated single-window portals (McMaster and Nowak, undated).
Being technical in nature, the literature on developing the automation system for
TF  is  broadly  confined  to  the  types  of  software  and  hardware  that  are  essential  to
automating trade procedures.  There is a set of “best practices” for IT in national trade
facilitation (Schware and Kimberley, 1995).  In addition, the use of the current version of
ASYCUDA  is  the  de  facto  system  many  developing  countries  adopt  (UNCTAD,  2006).
Even if the “best practices” for IT may have been overtaken by events with the wider use
of the Internet and web platform, the focus by Schware and Kimberley (1995) on electronic
data interchange (EDI) does not diminish their discussion of the many even more important
enabling conditions for automation.  Indeed, there are several critical ingredients essential
for successful IT automation for TF – building awareness, working with potential users to
prepare them for ecommerce, developing and designing messages and guidelines, and
re-engineering  systems.    The  technology  costs  –  including  technology  services  to  be
provided  by  a  Value-Added  Network  (VAN)  provider  –  are  but  a  small  part  (typically
between 3 per cent and 10 per cent of all costs among the case studies reviewed) of
the overall costs and can be outsourced.  Note that in this EDI-based automation the
break-even period for typical investment is between 48 months and 72 months.35
The  utilization  of ASYCUDA  as  the  automation  instrument  for  many  developing
countries involves its application in customs administration.  Its installation clearly drives
home the point above that technology is exogenous and that there are more important
considerations to take in the use of IT in TF.  Some of the problems that come up with the
use of an off-the-shelf system, as in the case of ASYCUDA, appear when it is installed as
an external application on interrelated institutions and information flows (Alburo, 2007).
Thus, even if the costs of this technology are lower than other alternative systems, the
associated  adjustments  and  their  costs  in  the  long  term  must  be  taken  into  account.
OECD  (2005)  reported  that  the  installation  cost  of ASYCUDA  was  as  low  as  US$  1.5
million to US$ 2 million in 2002.
Many  countries  have  likewise  been  successful  in  developing  independent
automation  systems  tailored  specifically  to  their  particular  environments.   Although  the
development costs may be high for those countries, and development may be outsourced,
they take into account more closely the institutional set-up.  Such countries include ASEAN
members Malaysia, Singapore and Thailand, plus the Russian Federation, the Republic of
Korea, Japan, the United States, and Central and Eastern Europe.  There is an analogy
here with regard to the use of EDI as the automation foundation in its early evolution.
However, the increasing availability of the Internet (coupled with its increasing security
properties)  provides  the  difference,  as  even  these  independent  systems  can  be  made
compatible with the widely used web-base to gain broad access.
It  is  not  surprising  that  the  development  of  these  independent  systems  has
triggered their participation in providing alternatives to ASYCUDA in developing automation
platforms.    In  fact,  Singapore’s  Crimson  Logic  (TradeNet),  Malaysia’s  DagangNet,  and
other  commercial  IT  providers  (e.g.,  Microsoft)  are  bidding  to  develop  independent
automation  in  other  developing  countries  including  participation  in  the  design  of  single
windows.  Given that these independent systems have been tested and used, they can
give more options than ASYCUDA.
Several observations can be made from this review of the relationship between IT
and TF.  While TF has wider impacts than can be captured by a narrow component in the
form of IT, the notion of facilitation would also include IT content.  However, to the extent
that the unique IT part can be identified, it is then possible to review what may be the
underlying interaction between the two.
First, as noted by those who have earlier reviewed the role of IT in TF, there is
limited literature that systematically relates the two.  In addition, the usual area of analysis
is customs-related automation.  This does not mean that automation is only effective in, or
has optimum impact on customs processes.  Yet there is a dearth of understanding and
analysis of IT in other areas of TF.  For example, there is limited available information (not
reviewed here) on how automation in quarantine procedures can facilitate trade.  Many
institutions  and  organizations  have  border  functions  and  their  relative  importance  is
a function of the types of goods traded.
Second,  the  limited  documentation  of  experience  with  IT  in  TF  often  assumes
substantial benefits from automation.  There is, of course, no doubt about their direction36
and  even  magnitude.    However,  it  is  scarcely  helpful  for  those  countries  considering
automation to take the benefits on faith, especially if there are alternative areas for IT
investments.
Third, in the customs procedures there is no indication of which parts of the overall
processes are automated.  It can always be assumed that it is an end-to-end automation.
Yet even in this scenario benefits are non-uniform and there is still a need to measure the
varying benefit streams rather than gloss over them, or worse, exaggerate them in terms
of either magnitude or time flow.
Fourth, what appears to follow from the reviews is a more careful specification and
analysis of the benefits and costs of IT investments.  Finer details of benefits and costs
allow greater deliberation of choices that governments may make in applying IT in TF.  For
example, the wide variation in clearance time for cargoes based on many surveys indicates
a need to understand why and to explore possible sources of explanation, and for greater
consciousness of what analytical tools to use in drawing a conclusion about the impacts of
IT.
7 This would be especially important to least developed countries with limited resources
but which are willing to invest in IT efforts with the largest impacts.  There needs to be
further specification of the incidence of an automated system, i.e., in which stage of the
procedural flow (if it is in customs) IT is effective.  Indeed, there may be cases where the
stage of a country’s trade does not, in fact, warrant automation, especially the type requiring
custom-built design.  The Revised Kyoto Convention specifically defines the use of IT only
when it is cost-effective.  Also, if service providers of customs IT are to come from the
private sector, careful feasibility analysis may not warrant full automation.
Finally, one way of validating the magnitude of benefits and costs is to undertake
a  post-project  evaluation  comparing  the  actual  benefits  and  costs  with  the  ex  ante
magnitude that led to the implementation of the automation.  While it is useful to validate
automation by estimating all savings with the use of the facilities, it is another thing to
decide on alternative IT choices
C.  Trade and information technology use in small and
medium-sized enterprises
The  initial  technology  used  in  customs  automation  was  EDI  and  its  costs  were
considered  high  for  small  and  medium-sized  enterprises  (SMEs).    As  Schware  and
Kimberley (1995) showed with their estimates of internal and external costs, these were
high  enough  to  become  barriers  to  entry  by  SMEs.    On  the  other  hand,  with  many
alternatives to connect to EDI (e.g., “low tech-no tech” non-computer technology and other
basic devices such as the telephone, fax and telex), SMEs can still become part of an
automated EDI system.
7 For example, one reason why the variation in cargo clearance time is so wide is because there is
also wide variation in the application of trade facilitation measures by customs in this case. It is not
clear if collecting more samples of cargoes can reduce such variation.37
Did EDI-based IT facilities actually expand the participation of SMEs in international
trade?  Would this kind of platform diffuse to the wider trading system across the global
community? While access by SMEs to EDI may have increased via other alternatives, this
was self-limiting.  In addition, the self-limitation was not due to lack of participation by
SMEs but because of EDI itself.  Aside from the costs involved in an EDI system and the
dedicated  nature  of  its  use,  Schware  and  Kimberley  (2005)  argued  that  it  was  made
problematic by the hybrid nature of the system in which EDI hubs used paper for the
majority  of  their  trading  partners  but  pure  EDI  for  a  small  though  growing  minority  of
partners.  This hybrid nature actually leads to higher, not lower, costs; thus, to convert all
partners into EDI would take a long time.  They correctly noted that the EDI “brick wall”,
which  makes  its  wider  diffusion  self-limiting,  was  the  work  involved  in  installing  and
integrating EDI into the business systems of traders.
Developments subsequent to EDI (e.g., the use of the extendable markup language
XML  and  transition  stages  through  more  access  points)  were  significant  in  the  further
automation of trade procedures and processes.  In addition, the integration of the Internet
into both off-the-shelf and dedicated platforms drastically eased the previous constraints,
paving the way for wider adoption of IT in TF.  However, even with expanded IT in TF
arising from reduced costs, the participation of SMEs have still apparently lagged behind,
although this is not just from the IT application but more generally in the internationalization
of the SMEs.
IT in TF for SMEs is set in a larger context in APEC (2003).  Here, e-commerce is
seen as providing unique opportunities for SMEs in the APEC economies to gain greater
access to international trade.  E-commerce technologies help SMEs realize reductions in
direct  costs  and  increase  efficiency  savings  that  arise  because  of  border  delays  and
documentation and which tend to add to the landed price of various products.  On the
other hand, the streamlining of customs, “... quarantine, health, and port services provided
by  government  agencies  to  the  trading  community...”  can  provide  efficiency  savings  to
resource- and time-deficient small businesses (APEC, 2003).  For small businesses to
benefit, IT should be seen as part of a comprehensive package involving all the facets of
e-commerce, thus including telecommunications infrastructure, legality of digital information
and signatures, security concerns, common if not harmonized standards, and cultural and
language differences.  These are concerns that go beyond the need for automating trade
formalities and how this would affect SMEs.
What constitutes barriers to international markets often discriminates against SMEs,
since large companies usually have resources to minimize risks in international commerce,
including strong lobbies for favourable laws and regulations (Fliess and Busquets, 2006).
In  the  context  of  increasing  globalization,  most  SMEs  that  are  accessing  international
markets have to face up to the need for networking with global firms and become part of
supply  chains.    They  become  more  vulnerable  to  access  constraints.    More  apparent
among  these  constraints  is  the  non-tariff  barriers  that  SMEs  face  in  their  trade,  e.g.,
through high costs of customs administration and restrictive health, safety and technical
standards, in which various procedures are involved.  Automating these processes and38
procedures in some way makes their barriers to SMEs more predictable, and costs can be
adjusted if not minimized.
Even  before  actually  engaging  in  international  trade,  SMEs  are  hampered  by
difficulties in obtaining information about laws, regulations, advisory services and even
market opportunities.  Without a way of obtaining regular information, SMEs tend to incur
more costs and time in getting such types of information than large companies, which
have more extensive resources.  This means that part of TF for SMEs would include easy
access to information that gets them into global commerce.  The application of IT involves
two  parts  –  access  to  electronic  sites  (e.g.,  chambers  of  commerce  and  industry
associations) that provide information services that SMEs can use, ranging from market
information to advisory services as well as access to electronic information on government
procedures, requirements of agencies that process trade transactions and product specific
information or links (Global Facilitation Partnership for Transportation and Trade, 2005).
Once these types of facilities are provided there is still no assurance that SMEs will
actually  end  up  engaging  in  international  trade.    Many  reasons  have  been  advanced,
based  on  surveys  and  research,  for  SMEs’  inability  to  exploit  opportunities  in  export
businesses and to source inputs through importation.  Despite the potential arising from
globalization, a great deal of international commerce is done through network firms and
multinationals.  Large firms have actually been dominating in this set-up.  SMEs wanting to
participate in this globalization process must overcome existing barriers posed by large
multinationals.  Even for SMEs in developed countries these barriers are quite imposing –
big firms are able to leverage their large volumes to extract price, services and other add-
ons not available to SMEs (Shatz, 2004 and Goldsborough, 2005)
Without  internal  adjustments  on  the  part  of  SMEs,  they  remain  outside  global
commercial transactions.  In fact, a number of these adjustments would be IT-related, such
as process re-engineering, integration of business functions to improve coordination, links
among suppliers, vendors, partners and customers, and adoption of specific application
programmes related to international trade (Goldsborough, 2005).  In other words, SMEs
have to gear up to be capable of electronic link-ups with the external trading community
through internal capacity improvements not only of human resources (e.g., IT expertise)
but also the acquisition of necessary equipment and facilities as well as their appropriate
upgrading.  Where an option may be in the form of outsourcing some of the preparatory
system, it is important that the SMEs see their own adjustment as essential before capturing
the optimal benefits from exogenous IT-related TF measures.
Poor participation by SMEs in international trade can thus be partly traced to the
firms themselves and not only to the trading environment, which also implicitly favours
large enterprises.  Of course, problems with the trading environment may be onerous,
especially for SMEs as they often suffer from size limitations and lack of modern technology.
Thus,  the  environment  places  a  relatively  larger  burden  on  them  than  on  large  firms
(European Community, 1999).  What is emphasized is that SMEs become aware of best
international  practices  in  global  commerce  and  the  role  that TF  measures  can  play  in
ensuring their participation.39
Ultimately, the importance of IT to SMEs must be answered by the firms themselves.
Assuming  the  boundaries  of  IT  in  TF  for  SMEs  include  the  various  procedures  and
processes involved in trade formalities, the question is whether these are important to
SMEs.  If these are considered barriers by SMEs they are more external than internal, i.e.,
they are part of the SMEs’ business environment or accessibility to international markets.
International  SMEs,  however,  are  not  only  synonymous  with  exports  but  also  with
importation for eventual export.  They form part of the production platform where firms are
linked because of horizontal integration and component manufacturing.
One partial answer to the question of importance can be gleaned from a study of
SMEs across the APEC economies and OECD members (OECD-APEC, 2006).  A total of
978 SMEs were surveyed together with a matching survey of OECD-APEC Governments
on the same question of ranking barriers to SME internationalization.  The results indicated
that  what  the  policymakers  and  SMEs  commonly  perceived  as  the  10  most  important
barriers to internationalization centred around capabilities (e.g., lack of trained personnel
for internationalization and developing new products), finance (e.g., shortage of working
capital)  and  access  (e.g.,  limited  market  information,  identifying  business  opportunities
and unfamiliar export procedures/paperwork).  The business environment (e.g., unfamiliar
business  practices),  while  ranked  among  the  top  10,  fell  within  the  lower  half  of  the
perceived barriers.  The IT-related barrier, “high costs of customs administration”, ranked
twenty-ninth in importance to SMEs (and thirty-eighth in importance to governments).
Combining the surveys of policymakers and SMEs makes it possible to determine
what are commonly viewed as barriers to becoming international firms and the relative
importance of such barriers (summarized above).  From both the government and SME
sides,  barriers  that  TF  measures  are  supposed  to  address  are  not  viewed  as  highly
important.  They certainly do not rank among the most difficult barriers to overcome.  On
the other hand, these results do not appear to contradict the characterization of SMEs
from other studies.  Indeed, they reinforce each other.
Table 1 and figure 1 reproduce the ranking of barriers to SME internationalization
from  the  combined  perceptions  of  policymakers  and  SMEs,  and  the  ranking  by  SMEs
alone, respectively.  The top 10 ranking method provides consistency between what is
seen by the firms and what is seen by the policymakers as inhibiting the entry of SMEs
into international trading.
The OECD-APEC (2006) study does not explain these results, some of which are
surprising given the types of benefits that TF measures provide to SMEs.  Moreover, the
results are consistent with what OECD-APEC economic policymakers perceive as important
barriers  faced  by  SMEs  in  internationalization.    On  the  other  hand,  these  results  also
support earlier arguments that much of the internal efforts by SMEs are more important in
achieving access international markets than what facilities are in place to facilitate trade,
including IT.
These results may not really represent the sentiments of most SMEs, especially
those  from  developing  countries  or  those  that  are  contemplating  entering  international
markets.  In addition, the study admitted that there was “...a high degree of concentration40
Table 1.  Top 10 barriers to SME access to international markets as reported




1 Capabilities Inadequate quantity of and/or untrained personnel for
internationalization
2 Finance Shortage of working capital to finance exports
3 Access Limited information to locate/analyse markets
4 Access Identifying foreign business opportunities
5 Capabilities Lack of managerial time to deal with internationalization
6 Capabilities Inability to contact potential overseas customers
7 Capabilities Developing new products for foreign markets
8 Business Unfamiliar foreign business practices
9 Environment Meeting export product quality/standards/specifications
Capabilities
10 Access Unfamiliar exporting procedures/paperwork
Source: OECD Member Economy Policymaker Survey and SME Survey, 2006
Source: OECD-APEC 2006.
Figure 1.  Top 10 barriers to internationalization as ranked by SMEs
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Shortage of working capital to finance exports (F)
Identifying foreign business opportunities (A)
Limited information to locate/analyse markets (A)
Inability to contact potential overseas customers (A)
Obtaining reliable foreign representation (A)
Lack of managerial time to deal with internationalization (C)
Inadequate quantity of and/or untrained personnel for internationalization (C)
Difficulty in matching competitors’ prices (C)
Lack of home government assistance/incentives (BE)
Excessive transportation/insurance costs (C)
Unreliable data about the international market (A)
Offering satisfactory prices to customers (C)
Accessing export distribution channels (A)
Granting credit facilities to foreign customers (F)
Slow collection of payments from abroad (BE)
Keen competition in overseas markets (C)
Difficulties in enforcing contracts and resolving disputes (BE)
Complexity of foreign distribution channels (A)
Maintaining control over foreign middlemen (A)
Developing new products for foreign markets (C)41
[of  samples  from]  within  just  7  member  economies:    Canada  (217),  Greece  (128),
Switzerland (118), Turkey (77), Japan (74), Spain (60) and New Zealand (52)...” (OECD-
APEC,  2006).    Indeed,  the  developing  country  members  of  APEC  (as  well  as  other
economies that are added to the sample, such as Nepal) are underrepresented except for
Mexico and Chile (25 and 21 SMEs, respectively).  Unfortunately, no sub-sample report
exists  of  the  important  barriers  faced  by  the  developing  countries,  which  would  have
allowed tests of significance from the aggregate results.
Similarly, the study also stratified the SMEs into those not active in exporting, those
aspiring to be exporters and those actively exporting; it also captured those that were
importing (under the same classifications) with enough numbers among the categories
(e.g., 4.3 per cent not active in exporting, 27.6 per cent aspiring and 68.1 per cent actively
exporting).  Again, unfortunately, no report exists of how the perceptions differed according
to the actual participation of the SMEs in international trade (e.g., it can be argued that
those actively trading find IT more important than those not active, or even those aspiring
SMEs who have yet to experience internationalization).
Because the distribution of the SMEs was skewed towards the more developed
economies  and,  conversely,  the  small  size  of  the  SMEs  from  developing  economies,
finer-level analysis of the barriers they face may not be possible.  However, there can still
be  insights,  if  the  SMEs  are  further  analysed  according  to  their  actual  state  of
internationalization, into where TF may become more important.  The clustering of different
barriers can also provide useful insights into their varying importance to SMEs.
The fit of SMEs in trade facilitation is not as simple as it is often made out to be.
As the above review of existing knowledge shows, there are many ways of looking at how
SMEs enter global markets as well as where IT appears to be important.  It seems clear
that reduction of time for processing documents, simpler procedures for moving goods in
and out of ports, and improved coordination among the agencies with which SMEs deal in
connection with trade, all contribute to their efficiency and thus profitability.  Yet, there are
other equally important pre-requisites that SMEs must meet before they can effectively
venture into the global market – internal adjustments that include greater use of IT in firm
operations as well as other office routines that need retooling in order to cope with the way
international transactions are conducted.
D.  Summary and implications for inclusive growth
The literature on TF is extensive and it has not been exhaustively reviewed here.
However,  it  falls  into  two  distinct  categories.    One  category  analyses  the  broad
macroeconomic effects of TF, which means looking into the impacts on aggregate outputs,
employment and prices, among other areas.  The other category analyses TF effects on
narrower sectors of the economy, usually the trade areas.  The former therefore uses
macroeconomic methodologies while the latter relies on microeconomic and behavioural
models.  Both, however, use similar ways of indicating the TF measures that are analysed.
IT is only a part, and sometimes a small part, of all types of TF activities.42
While the results of most studies, whether aggregate or of narrower areas, indicate
the large quantitative benefits from TF, in terms of the specific questions of the use of IT in
general  and  automation  of  trade  formalities  in  particular,  several  observations  can  be
derived from the limited reviews in this chapter.
First,  it  appears  that  the  description  of  benefits  appears  too  broad.    Indeed,  in
some of the assessments of IT in TF, the benefits are taken more as matter of faith than of
detailed specification, and may turn out to be overstated.
Second, the costs of these IT systems for TF are often not given finer specification.
Whether costs are all to be borne by government investments or some are to be shouldered
by private traders is neither clear nor unambiguous.  Certainly the operation of IT systems,
for example, in customs declarations involves not just Customs Administrations but network
providers for which traders either subscribe or reconfigure their internal systems.
Third, it is not clear which part of the process of goods movement is the target of
IT; and neither is there a clear picture as to how different agencies with border functions
relate to IT development (which is usually undertaken in one agency, e.g., customs).
Fourth, there is no documented experience about the effects of partial automation,
i.e., where IT is applied only to particular parts of processes (e.g., entry lodgement or
submission of licence applications) in measurable ways.
Finally, in the specific cases of IT applications to TF, the experience appears to
indicate these have either been “plug-ins”, i.e., exogenous to the institutions or agencies
or customized, but still technically outsourced in development and in eventual installation
and operation.
These considerations, especially those related to the stream of quantitative benefits
and costs, are important for countries that are contemplating using IT as a TF instrument.
They need systematic insights into:  (a) what implications there are for partial versus full
automation and in which part of the processes; (b) which border agencies experience the
largest impacts from IT applications; and (c) the costs that would be borne by private
traders and associated transactions arising from IT.  More importantly, any public investment
in IT for TF has to be solidly based as project analysis and economic internal rates of
return evaluation.  Put differently, without sufficient knowledge about the relative benefits
of IT among different configurations, investments of scarce resources by poor countries
are not likely to be optimal.
The internationalization of SMEs is the underlying reason for looking at the role of
IT in TF among such businesses.  There is a dearth of literature on automation and IT in
TF,  particularly  in  the  case  of  SMEs.    Again,  the  limited  knowledge  that  is  available
apparently indicates that the importance and functions of TF and IT for SMEs are wide in
range.  Indeed, there appear to be important preconditions that SMEs need to meet before
they can effectively participate in international commerce.  Size, technology, and the lack
of networks and information are among the many barriers that SMEs need to overcome in
order to become internationalized.  IT in TF therefore may not be effective without prior43
upgrading by these businesses, especially among those SMEs that aim to become direct
international traders (as opposed to being indirect traders).
SMEs  play  a  significant  role  in  economic  development.    In  most  developing
countries, they account for a large share of employment, contribute to aggregate value
added,  and  are  spread  more  widely  in  location.   A  considerable  number  of  them  are
exporters  and  thus  are  earning  foreign  exchange.    The  global  community  sees  it  as
imperative that no potential international trader is excluded from international commerce
(European Community, 1999).  Facilities ought to be provided to those with trade potential,
either  in  the  form  of  TF  measures  or  outright  support.    To  the  extent  that  SMEs  are
potential traders but face barriers to entry, they should be provided with all TF support
measures, including access to IT applications in trade.
From among the many TF measures, some may be more neutral in terms of who
benefits  (e.g.,  basic  infrastructure  such  as  roads)  while  some  may  benefit  larger-sized
traders  more  than  smaller-scale  traders  (e.g.,  container  yards).    There  may  be  other
measures  that  benefit  smaller-scale  traders  more  than  larger-sized  traders  (e.g.,  basic
information on procedures).  In the case of IT, it is important to understand the means by
which  the  facility  may  be  delivered.    In  particular,  it  may  be  of  importance  to  SMEs
(a) which trade-related agencies have automated their functions, and to which parts of the
functions IT has been applied (if it is not end-to-end), (b) the method and requirements for
accessing the facility, and (c) the costs involved in participation.  For these reasons, some
relevant experiences are essential to gaining an understanding of what the implications
would be for SMEs.  As the review in this chapter shows, there is not much systematic
knowledge of this aspect.
Apart from the benefit-cost stream noted above, it is also essential to know if SMEs
have been considered in the development of IT for TF, whether it is for off-the-shelf or
custom-built technology.  From the viewpoint of governments or donor agencies, when
evaluating alternative ways to apply IT to trade a more specific project analysis is needed
than that currently documented in the relevant literature.  Indeed, what becomes critical in
any evaluation process is the long term implications of different systems, not only for the
specific agency where IT is to be applied but also for other agencies with which it has
functional relations.  From the viewpoint of traders, they need information about what is
required  of  them  in  the  automation  process  so  that  appropriate  adjustments  can  be
implemented; this is more so in the case of smaller-scale traders if they are to be part of
the IT for TF.  Differing technical conditions imposed by different systems will have impacts
on trader behaviour.
An IT system for trade would be part of the array of trade facilitation measures that
countries institute to speed up the movement of goods across borders.  How much the
facility would be utilized becomes a function of both the system and the users of such
a system.  The degree to which SMEs utilize an IT-based TF facility appears to depend on
several  preconditions  that  are  short  of  actual  engagement  in  internationalization  and
cross-border  transactions.    There  is  insufficient  documented  experience  for  providing
specific clues about what makes SMEs use an IT facility for trade transactions and how
they do so.  For example, SMEs could use third (and outside) parties to handle IT-related44
transactions such as brokerage and related services.  Or the entire IT-related functions for
SMEs could be outsourced.  All that is known from limited surveys is that other issues
exist that are more important barriers to SMEs in internationalizing their business, and that
the procedures involved in buying or selling goods in global markets – and which IT helps
overcome – rank low in their perception.  Thus, unless these issues are addressed first, IT
facilities for TF may be under-utilized.
What is useful in this regard is the argument of the Swedish National Board that
“...it  is  thus  not  essential  for  a  [developing]  country  to  have  a  fully-developed  IT
infrastructure, even if IT solutions in a longer perspective is [sic] very preferable...” (Swedish
Trade Procedures Council, 2003).  Sometimes the use of electronic and IT solutions may
lie far into the future since “...any technological solution will be close to ineffective without
a rationalized and standardized administrative foundation to build upon...” (Swedish Trade
Procedures Council, 2003).  What is needed is an examination of the underlying rationale
for eventual use of IT for transaction purposes.  This is consistent with the argument that
for SMEs to use IT for TF facilities there must be prior conditions that effectively prepare
them for the more elaborate electronic requirements of international commerce.  On the
other  hand,  as  pointed  out  above,  some  of  their  information  needs  are  provided  by
web-based sites, for which some basic infrastructure is critical.  The configuration of this
infrastructure also needs to be spelt out.
In summary, several foundational elements are important to understand how SMEs
are affected by trade facilitation, and the use of IT in TF.  Only through a more systematic
understanding of the conditions and actual environments in which SMEs operate – and the
extent to which they are engaged in international trade – will it be possible to determine
the effectiveness of TF for SMEs.45
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III.  THE DEVELOPMENT IMPACT OF INFORMATION
TECHNOLOGY IN TRADE FACILITATION:
SUMMARY OF COUNTRY STUDIES
By Florian A. Alburo
Introduction
The main purpose of this chapter is to provide an overview and the context of the
country  studies  on  IT  in  TF  in  SMEs.    Following  this  introductory  clarification  of  the
differing views about the importance of IT in TF, where the interests of SMEs lay and how
these interests are promoted, section A summarizes the different country studies covering
several aspects of IT in TF.  Section B derives some implications from the country studies.
Section C introduces the contents of the succeeding chapters.
When introducing an IT system for trade facilitation, the rate at which it is adopted
and used by traders depends on many factors such as preparedness, access requirements,
ease of navigation, content menu and delivery, security of communications and cost.  It will
have a varying impact on the trading community.  The behaviour of international traders
and firms varies with the context of their trade needs.
One argument often made regarding IT in TF is that from among the firms that will
potentially utilize the IT system, SMEs are bound to be adversely affected by the trade
facility for many reasons.  For example, there may be technical requisites that SMEs do
not have or cannot readily acquire.  These could take many forms – the need for dedicated
terminals and an exclusive link-up, proprietary software, restrictive technical services and
other technical requirements.  Although these requisites mainly pertained to first generation
IT system (e.g., EDI), some technical constraints remain even with web-based and Internet
accessibility.
In addition, SMEs often have limited access to essential information about markets,
not to mention market studies that examine sales options and thus strategies to penetrate
them.  Simplified templates may be available that can be adapted to different environments,
but these fall short of appreciating unique prospective markets.  Moreover, SMEs also
have  limited  access  to  knowledge  about  rules,  procedures,  and  requirements  for
transactions across borders.  The manner of cross-border transactions widely differs from
regular domestic market transactions, and SMEs’ familiarity with these aspects is likely to
be weak.
1
Finally,  SMEs  have  different  configurations  and  structural  conditions  than  large
domestic firms and multinationals.  It is obvious that SMEs are “small” compared to “large”
firms, even within the domestic economy, and more so in comparison with transnational
firms.  However, size has disadvantages, especially in the context of international trade.
1 The weakness of SMEs in acquiring information, understanding and access to markets, and other
capabilities  to  go  into  business,  including  international  trade,  is  not  really  relevant  to  information
technology. However, this may still constrain them from using IT facilities effectively.48
Many  practices  of  large  firms  cannot  be  easily  followed  or  replicated  by  SMEs.    For
example,  the  use  of  frontier  technology  can  only  be  acquired  by  large  firms  with  the
resource capacity, skills and size to use it efficiently.  Technology diffusion usually starts
with  large  firms  and  there  is  a  time  gap  before  SMEs  adopt  it  following  some
standardization.    There  is  product  leverage  that  large  firms  can  easily  apply  to  their
suppliers and other sources of inputs in terms of cost reductions, technical support etc.,
that SMEs have difficulty in securing.  Large firms also have financial leverage with their
creditors and suppliers, and equities that provide extensive financial advantages such as
longer floats, larger credit lines, better financial costs, additional emergency lines, and
other financial premiums that are the privileges enjoyed only by select financial customers.
SMEs, however, play a significant if not critical role in developing countries.  They
generate  employment,  absorb  marginal  and  unskilled  workers,  contribute  to  production
and aggregate output, and earn foreign exchange.  As a rule, they should be integral parts
of the economy and in the mainstream of development processes.  Where they are left
behind, development policy should encompass them and aim for a more inclusive growth.
Many of the trade facilitation measures are aimed at increasing the speed of goods
movement.  To the extent that all traders (actual and potential) are able to access and
utilize these facilities, the goals of TF are achieved.  However, to the extent that these
measures  are  systematically  unutilized  by  certain  groups,  it  may  be  necessary  to
understand what is behind such a situation.  This is the rationale for inquiring into the
development impacts of TF.  SMEs that are international traders are those for which the
development impact is determined.
In the specific case of IT in TF, it is necessary to know the extent to which SMEs
utilize IT in their commercial transactions.  There may be other reasons why they do not
use such facilities.  For example, SMEs may be using outside resources to substitute for
IT in TF; outsourcing their international trade business would be another approach.  They
may use other alternatives in dealing with international transactions.  These may either be
rational responses to the inherent constraints that SMEs face or just coping mechanisms.
Indeed, the performance of some SMEs with regard to the use of IT in general, and IT in
TF in particular, may be made optimal by concentrating on what they do best (including
trading with the rest of the world) instead of spreading their limited capacities over the
procedures  and  processes  required  for  their  international  trading  activities.    In  this
connection, customs brokers, forwarders and related services provide the links between
traders and border agencies.  This is discussed below.
A prevailing school of thought on SMEs and TF (including IT in TF) is that SMEs
have not been active in international markets because of a lack of support for accessing
global  commerce.   The  underlying  assertion  is  that  the  benefits  from TF  are  relatively
large.  Whatever the type of TF measure being considered, quantitative estimation shows
significant positive effects.  Studies by APEC (2002 and OECD-APEC 2006) were made in
a general equilibrium setting or in terms of experiences of the member countries achieving
substantial trade gains from trade facilitation in general (e.g., trade volumes and speed of
goods  movement),  and  in  terms  of  SMEs  (greater  economies  of  scale  and  increased
efficiency).  Conversely, without TF measures, SMEs appear to be more vulnerable to49
trade  barriers  than  their  larger  counterparts.    Some  of  these  barriers  include  lost
opportunities by forgoing markets, additional costs that reduce their competitiveness and
inability to influence trade policies (Fleiss and Busquets, 2006).
Addressing the three GATT Articles (V, VIII and X) as a basis for TF also yields
numerically positive benefits to international trade (Wilson, Mann and Otsuki, 2004).  In
fact, the highest impact from TF measures comes from improvements in port efficiency
compared to improvements in customs administration and services (“behind-the-border”)
infrastructure.
2 In the case of IT in TF, the prevailing view, based on the literature, is that
the benefits to trade from automation processes are overwhelmingly positive.  The OECD
(2005)  survey  of  customs  automation  showed  substantial  cost  savings  on  the  part  of
traders,  increases  in  the  efficiency  of  physical  government  facilities  (e.g.,  ports  and
warehouses),  and  improved  governance  and  predictable  revenues  on  the  part  of
governments.    In  addition,  while  the  benefits  appear  to  be  readily  estimated  along
a  uniform  stream,  the  costs  differ  substantially  according  to  whether  the  IT  system  is
customized for the agency undertaking the automation, or whether it is off-the-shelf and
the additional costs are based on the scale of operations.  In any case, this thinking about
TF (particularly in the case of IT) appears to be straightforward.  A sensible policy decision
ought to be in the direction of carrying out TF measures, a significant part of which will
have an impact on the development of SMEs.
Another  school  of  thought  points  out  that  if  an  objective  of  TF  is  the  inter-
nationalization  of  SMEs,  prior  conditions  may  exist  that  must  be  satisfied  before  such
a measure achieves its purpose.  This would be especially true for automation of trade
processes and IT applications to trade transactions of SMEs.  It can, in fact, be argued
that this may also be true of other efforts to help SMEs internationalize.  For example,
UNCTAD (2005) noted that for effective SME internationalization (by which is meant its
export competitiveness), firms must be closer to the top of the value chain and production
networks, i.e., the finalization of a product.  This would require that SMEs not only be
provided with TF support but also that they must connect with network firms along the
value chain.  While it would be possible for some SMEs to become indirect exporters or
importers, i.e., without being internationalized, they would still have to be integral to the
network.  Therefore, the number of SMEs along the “curve” would not be widespread and
thus their development would be limited.
IT experts from the earlier generation of automation systems for trade argue that
there are many critical enabling conditions for SMEs to utilize IT for TF effectively, and that
these have little to do with trade (Schware and Kimberley, 1995).  This could be expected
from a legacy system that was not only expensive to set up and maintain but also highly
inaccessible except by (mostly large-sized) traders who could provide dedicated equipment
and personnel to work on the system.  Even then, the critical enabling conditions remain
the same – i.e., more related to retooling on the part of the firms, revamping their business
models, preparatory work on e-commerce and working with partners on key messages –
2 The Internet (access, number of service providers, penetration rate etc.) is viewed as a “beyond-
the-border” measure.50
notwithstanding  the  later  shift  to  the  more  accessible  web-based  automation  systems.
Indeed, this characteristic of SMEs is not unique to the developing world.
It is also true of SMEs in the developed countries (Shatz, 2004 and Goldsborough,
2005), which also face comparable barriers to becoming internationalized, have analogous
problems as the SMEs from developing countries, and are provided with support in the
form of TF measures including automation.  In fact, some of the analysis of SME and IT
application  in  developed  countries  reveals  that  the  increasing  complexity  of  trade,  the
maze of network firms and security concerns of governments pose challenges to SMEs
(Goldsborough, 2005).
The  Swedish  National  Board  of  Trade  and  Swedish  Trade  Procedures  Council
(2003), in noting the importance of computerizing procedures as part of trade facilitation,
nevertheless argued that, if implemented untimely and incorrectly, it might turn out to be
ineffective as well as costly.  There is a need for basic computerization as a building block
to a full automation of trade procedures.  Among the basic measures are:  (a) possible
electronic  data  submission;  (b)  adoption  of  international  standards  in  electronic
communications;  and  (c)  the  operation  of  an  Internet-based  central  site  for  relevant
information and access to forms and documents necessary for international trade.  This
combination  of  electronic  filing  and  electronic  retrieval  of  documents  and  forms  also
provides traders with benefits.
There is no indication from this thinking, however, of any gestation period before
the preconditions lead to the SMEs’ participation in the global economy through direct
exports  and  imports.    Nor  is  there  an  indication  of  how  important  the  partial  types  of
computerization are, nor the period before full-blown automation is fully utilized and the
maximum impact occurs as analysed and measured by the prevailing perception of TF
measures.
There does not appear to be wide inconsistency between the prevailing perception
of  the  importance  of  TF  measures  on  SMEs  and  the  belief  that  there  are  necessary
preconditions that must be met before effective utilization of these TF measures can be
achieved.  The former just presumes these preconditions exist while the latter requires that
the preconditions be satisfied before TF becomes effective.  Limited and insufficient results
from surveys of SMEs across trading nations show that what are considered barriers to
internationalization  are  ranked  lower  in  importance  than  those  considered  to  be  basic
obstacles (OECD-APEC, 2006).  For example, the most important barriers have more to
do  with  internal  firm  capabilities  (managerial  and  personnel  quality),  finance  (working
capital),  access  (information  and  business  opportunities)  compared  to  the  need  to
understand exporting procedures and paperwork.  For the smaller firms among the SMEs
this  could  indicate  a  difficult  start-up  if  not  resistance  to  electronic  procedures  and
record-keeping, fewer paper documents and references, and even real-time transactions
through the Internet.
In the specific case of IT in TF, it appears that while the latter view recognizes the
importance  of  computerization  and  automation  in  trade,  it  implicitly  suggests  a  staged
process – basic computerization at the SME level, followed by further computerization and51
automation as a stronger foundation for eventual full utilization of IT in TF, is built through
implementation of successive trade facilitation measures.  Moreover, this is not an argument
against automation of trade processes or that the benefits from IT are not significant.  On
the contrary, by passing through the basic stage, SMEs are able to maximize their potential
in  internationalization.    Therefore,  this  view  has  implications  that  differ  from  what  is
prevalent.
First,  the  need  for  more  accuracy  in  determining  the  benefits  and  costs  of  IT
becomes  compelling.    This  does  not  mean  that  the  extensive  literature  quantifying
the  effects  of  IT  in TF  is  inadequate.    What  it  does  mean  is  that  there  is  a  need  for
a specification that recognizes partial IT (and thus a narrower stream of benefits), limited
scope in an agency where the IT is located and finer delineation of costs (both public and
private) – i.e., a truncated yet more elaborate cost-benefit analysis than what seems to be
given  in  the  related  literature.    A  more  complete  cost-benefit  analysis  of  IT  provides
a firmer basis for governments with limited resources to decide on undertaking IT for TF.
3
Second, in a partial computerization of automation setting, its location becomes
doubly important for the simple reason that the IT application is probably modular, not
linked to other agencies with border functions and limited in the information that is captured.
In  addition,  the  benefits  probably  differ  according  to  location.   An  obvious  location  is
customs, where a partial automation may only involve electronic submission of declaration
forms.    Depending  on  the  trade  structure  of  the  economy  (e.g.,  distribution  of  trade
products), there would be alternative locations for IT.  For a dominantly agricultural products
trade, the trade-off for customs (partial) automation may be computerizing regulatory and
quarantine agencies.
4 Thus, measuring and understanding the effects of IT in its location
will provide varying bases for undertaking a limited IT for TF that forms part of a building
block.  In a full automation (end-to-end), a transaction process is carried out from start to
finish and will likely be linked to other agencies with particular requirements or submissions.
Although  interoperability  may  be  the  ideal  situation,  short  of  that  there  are  the
steps for electronically referring procedures and documents from one agency to another in
real time.  Partial computerization necessarily requires partial assessment of benefits and
costs as well as alternative implementation schemes, i.e., location.  In fact, in a partially
computerized set-up, where it is located in the procedural steps can spell differences in
the benefits to traders.  Location, both in terms of border agency and within the border
agency which is part of its operation, is important.
Third, knowledge about actual SME behaviour relative to IT in TF is limited.  While
there are surveys of traders (both large firms and SMEs) inquiring about the importance of
trade, understanding the way they respond to TF measures, including IT, is something
3 As explained in chapter II, the literature does not provide adequate information about the actual
costs and benefits of IT in TF.
4 In the case of agricultural products (especially food), automating the issuance of licences, permits
and phytosanitary certificates may be more trade-facilitating than a concomitant effort at customs,
since the time required for dealing with quarantine regulations may be longer than customs formalities.52
else.  By really following SMEs as they begin internationalizing, it would be possible to
gauge and validate the alternative view about the importance of TF to small traders and
entrepreneurs.  The evidence from the OECD-APEC (2006) survey of SMEs, which tends
to indicate the important concerns they have with regard to internationalizing, does not
easily  agree  with  what  TF  is  expected  to  contribute.   A  similar  survey  is  needed  that
expands the analysis of SMEs across different regions.
Finally, where the real environment is one where preconditions are constraining
SMEs  from  entering  the  global  marketplace,  the  immediate  policy  implications  are  not
aimed at providing targeted TF for them.  Rather, they are more concerned with addressing
the preconditions and ensuring that these are overcome, so that the internationalization of
SMEs  can  proceed  smoothly.    Instruments  to  be  applied  would  actually  be  neutral,
irrespective of whether the SMEs are local or international traders.  Indeed, it appears to
be  an  argument  in  favour  of  this  view  that  once  these  precondition  constraints  are
addressed, important factors related to the international trade environment then determine
which of the SMEs will eventually become internationalized.
This  type  of  thinking  about  IT  in TF  also  raises  the  question  of  why  the  focus
should be on SMEs if they do not actually utilize such a measure.  In addition to the fact
that this IT use has to be empirically documented, the objective of an inclusive development
is overriding.  This is especially true given that SMEs are seen as vehicles for poverty
alleviation.    It  is  also  true  that  SMEs  inherently  are  disadvantaged  in  terms  of  firm
characteristics as already pointed out above.  For example, there are special lanes in
customs procedures intended to facilitate the handling of the cargoes of traders who are
accredited on the basis of volume or products.
Additional  information  and  analyses  of  SMEs  in  the  context  of  trade  facilitation
experiences  would  be  helpful  for  a  greater  understanding  of  IT  in  TF  and  its  relative
importance to SMEs.  An additional analysis of the development of IT for TF would also be
helpful in sifting through various views of how SMEs access the global markets and the
measures useful for them.  Such additional analyses would actually enrich the knowledge
base that has been built up about the impact of trade facilitation on expanding trade and
how SMEs are drawn into global commerce.
A.  Country studies
This section summarizes five country studies, for Bangladesh (Hossain, Deb and Al
Amin, 2009), India (Chatuverdi, 2009), the Republic of Korea (Yang, 2009), the Philippines
(de  Dios,  2009)  and  Sri  Lanka  (Wijayasiri  and  Jayaratne,  2009),  that  examine  the
development impact of information technology (IT) in trade facilitation on SMEs.  This is
pursued  through  a  review  of  the  evolution  of  the  IT  system  in  place  in  each  of  these
countries  as  well  as  a  small  survey  of  SMEs  and  customs  brokers  or  customs  house
agents.    The  inclusion  of  the  study  on  the  Republic  of  Korea  is  intended  to  illustrate
a completed IT system and the role of SMEs.53
Several themes appear to run through all the country studies.  The intention of
using these themes is to discern both differences and similarities, and to avoid the specifics
of  these  countries’  experiences.    These  themes  provide  the  platform  for  carrying  out
comparative analyses.
1.  Similar and common settings
The  five  countries  share  similar  and  common  settings.   They  also  characterize
many of the other countries in the Asia-Pacific region.  They have had a legacy of difficult
trading  with  the  rest  of  the  world.    Their  trading  environment  has  comprised:
(a)  cumbersome  procedures  that  required  many  documents  and  signatures;  (b)  border
agencies prone to corruption; (c) a slow flow of goods; and (d) an initial environment of
high tariff rates.  In recent years, they have also commonly pursued liberalization policies
including specific measures related to trade.  They all now aim to be internationally trade-
friendly,  i.e.,  they  have  made  efforts  to  reduce  barriers  for  their  traders  to  export  and
import.    For  some  of  the  measures,  changes  have  been  rapid  although  other  steps
remained sluggish.  Table 1 shows what it would take to export and import in the five
countries plus Singapore in terms of documentation and time.  Singapore is included in
order to provide an illustrative reference in terms of the requirements for exporting and
importing, as it is in the same region and at the forefront of IT in TF initiatives.





2006 2008 2006 2008 2006 2008 2006 2008 2006 2008 2006 2008
Documents 5 4 7 6 10 8546888
for exports
(number)
Time to 6 5 35 28 27 17 12 8 18 16 25 21
export
(days)
Documents 6 4 16 8 15 98678 1 3 6
for imports
(number)
Time to 3 3 57 32 41 20 12 8 20 16 27 20
import
(days)
Source: World Bank, 2007 and 2009.
At  first  glance,  the  period  covered  in  the  table  appears  to  be  rather  short,  as
a longer time frame could, in fact, show the magnitude and significance of changes in
each of the countries.  However, as shorter period can highlight more dramatic changes
that have been taking place in terms of exports and imports, table 1 compares 2006 and
2008.54
There have been quite noticeable improvements, especially in imports, among the
South Asian countries of Bangladesh, India and Sri Lanka.  The number of documents
needed for imports between 2006 and 2008 fell between 25 per cent and 50 per cent for
four of the five countries listed in table 1; the exception was the Philippines where the
number of documents required for imports actually increased.  A similar fall in the days
involved in processing imports is also noticeable for all five countries.  Even Singapore
experienced  an  incremental  decline  in  the  number  of  documents  required  for  imports.
Although  a  comparison  of  the  Republic  of  Korea  and  the  three  South Asian  countries
shows a sharp distinction (in terms of the number of documents required) in 2006, that
distinction  had  virtually  vanished  by  2008.    What  that  means  in  terms  of  similar  and
common settings is an overall commitment to facilitate trade, especially in imports.
In the case of exports, on the other hand, there was no noticeable improvement
and there were only marginal changes.  The figures for Sri Lanka remained the same
while there was an increase in the number of required documents in the Philippines.  No
sharp distinction can be made between the Republic of Korea and South Asia.  While
there are also reductions in the number of days to export across all five, these are not as
significant or noticeable as those on the import side.
A number of observations can be gained from the overall settings, which are similar
and common among the five countries and which provide a framework for the studies.
First,  the  sharp  improvements  among  the  South  Asian  countries  are  in  imports,  i.e.,
documents and the number of days needed for processing imports.  Second, despite the
improvements,  they  are  still  not  on  a  par  with  the  situation  in  Singapore,  where  the
numbers  (documents  and  time)  are  half  those  for  South  Asia.    Third,  the  noticeable
improvements in imports may be a reflection of measures that have been taken by the
countries  studied  to  facilitate  trade.    This  is  truer  for  imports  since  certain  steps  and
procedures do not take place in exports (e.g., payment of import tariffs).
The individual studies summarize what has been done, both with regard to trade
facilitation in general and IT in particular.  Finally, what the improving settings in these
countries show is a more trade-friendly atmosphere that forms part of their overall business
environment.  It is an indirect manifestation of the fact that the five countries have embarked
on  deliberate  programmes  aimed  at  freeing  imports  and  encouraging  exports.    Their
development  impacts  need  to  be  traced,  especially  among  SMEs.   Although  this  may
mean placing emphasis on exports, it is more often the case that exports in a globalized
world also require imports for production.
2.  Stages of information technology development
In the specific development of IT for trade, the focus is on the evolution of the
electronic systems, the manner of access to the system by traders, the eventual use of the
Internet,  the  degree  of  automation  of  the  processes  and  the  length  of  time  taken  for
evolution.  In the development of an electronic system, distinction is made between the
acquisition of an off-the-shelf system and the independent development of a custom-built
system suited for a country’s environment.  It is also important to trace the transition from
dedicated  electronic  access  to  the  wider  Internet,  and  the  transition  to  partial  or  full55
automation of trade procedures.  Table 2 summarizes the evolution of IT among the five
countries  plus  Singapore.    This  phasing  of  the  evolution  of  IT,  especially  in  customs,
however arbitrary, captures what appears to be the actual development of IT for TF as
described in the individual country studies.  There are, in fact, unique differences between
the countries in the studies.





Adoption/design/development 1979 1992 1992 1989 1992 1992
of electronic system Own ASYCUDA Own Own ASYCUDA ASYCUDA
EDI/DTI lodgement 1986 2003 1992 1994 2000 2004
Semi-automated process 1989 2008 1995 1996 2005
• Internet access 1998 – 1997 2000 2005
Fully automated process
• Single window 1991 – – 2006 – –
• Single hub– – 2008 – –




Source: ARTNeT Reports for 2009.
Note: EDI/DTI – electronic data interchange/direct trader input.
There  appears  to  be  greater  contrast  among  the  five  countries  in  their  IT
development than comparability.  The whole IT system, from end-to-end, was completed in
a dozen years in reference country Singapore, whereas in the three countries that are far
from complete (Bangladesh, the Philippines and Sri Lanka), they have either have reached
the same length of time as Singapore or far exceeded it.  Even in the Republic of Korea
the time taken for completion was 50 per cent longer than Singapore.  That raises the
question  of  whether  the  design  and  development  of  the  KTNet  actually  attempted  to
capitalize on Singapore’s experiences or whether its development was truly independent.
When  the  details  of  IT  development  in  the  five  country  studies  (together  with
Singapore)  are  examined,  the  contrasts  become  sharper.    From  design,  development,
installation and electronic lodgement the experience in India shows an almost immediate
step, while it took five years for the Republic of Korea and seven years for Singapore.
Bangladesh, the Philippines and Sri Lanka took even longer just to allow EDI/DTI to take
place after the installation of the ASYCUDA system.  On the other hand, the difference is
even  sharper  in  the  gestation  between  semi-automation  (and  Internet  access)  and  full
automation (single window/single hub) for the Republic of Korea (10 years) and Singapore
(2 years).56
The development of the IT system for the five countries, as table 2 shows, provides
some interesting points.  It appears that there may have only been minimal mutual learning
in the IT development between Singapore’s experience and the other countries.  While this
may not have been important in terms of either the independent system for the Republic of
Korea and India or the ASYCUDA system for Bangladesh, the Philippines and Sri Lanka,
trader information and data-entry priorities and preparedness would have been instructive
for those embarking on the development of an IT system.  Indeed, mutual learning would
have shortened the time for the overall development of the IT system in the Republic of
Korea even if the technical specifications of programmes had been independently designed
and developed.  It took longer for the Republic of Korea to achieve a complete system
than it took Singapore a decade earlier.  It has, of course, taken even longer for the other
countries, in which the systems are still far from fully automated.
Technical hurdles facing countries adopting off-the-shelf systems appear to be less
difficult, given the wide experience of other countries.  Yet the time required for electronic
submission of declarations appears longer than with the independently developed system
of the Republic of Korea and Singapore.  The time taken for moving into partial automation
has marginally improved.  The hurdles may therefore not have been technical and the
individual country reports trace the non-technical difficulties in developing the IT system.
There  may  have  been  differences  in  trader  utilization  rates  of  the  IT  system  in
partial automation compared with full automation.  This means some palpable benefits
were derived from using the partial automation system.  The reason why the Republic of
Korea took its time (10 years) in moving to full automation may have been the continuing
use of the system by traders.  As table 2 shows, there was a wide difference in the user
rate between EDI and the Internet among traders and brokers.  This gives some support to
the  point  made  by  the  Swedish  Trade  Procedures  Council  (2003)  that  some  basic
computerization scale is essential prior to trade automation.  That point is borne out by the
fact that, when the Singapore system was developed, a completely wired bureaucracy
already existed, which reduced the learning time for full automation among users.  In this
context,  it  is  also  not  surprising  that  Bangladesh,  the  Philippines,  and  Sri  Lanka  have
remained at the stage of semi-automation.
3.  Programmes for selected traders
A  common  practice  among  border  agencies  in  many  countries  is  to  provide
a programme for selected traders that facilitates their outbound or inbound cargoes.  In
a situation where trade formalities are conducted manually, border agencies often put up
programmes for selected traders that skip certain procedures, accelerate some steps and
cut down on needed signatures.  In an automated environment such programmes generally
remain and the system is configured so that, when tagged, the associated electronic files
may be redirected as separate records to meet relevant regulatory and other requirements.
Country authorities generally allow border agencies to set up special windows or
lanes, provide direct assistance or designate point persons, waive certain fees or charges
and tag documents for selected traders.  The bases for selection include volume, value57
and frequency of trade transactions, the product or industry involved, the track record of
past goods movements, and trader representatives.  Sometimes these are only available
in certain designated ports.  An accreditation system is usually created in order to develop
a database for the selected traders.  The submission of various documents, certificates,
records and other evidence constitutes some of the requirements to be considered in such
selected trader programmes.
By  definition,  most  SMEs  would  be  excluded  from  the  list  of  selected  traders.
While some of them could qualify in terms of products being traded, other more important
criteria of volume, value and frequency may not be met.  Thus programmes for selected
traders not only facilitate cargo movements but also provide advantages for those who
turn out to be “large-sized” traders.  Conversely, SMEs face undue disadvantages from the
extra facilitation that, as reviewed previously, could be obtained by the “large-sized” traders
even without a selected trader programme.  If the objective of trade facilitation is to include
SMEs in international trade it may be useful to provide a balancing programme for them.
When  procedures  and  processes  related  to  trade  movements  are  electronic,
a gateway becomes necessary to link the trader and the border agency’s system.  Agencies
authorize service providers to deliver services accepting electronic documents from traders
and to transmit them to the system.  For some traders, notably “large-sized” ones, access
through  service  providers  may  not  matter  significantly,  given  their  volumes.    Their
arrangements with such providers may even carry substantial discounts, additional benefits
and technical services.
For  SMEs,  however,  the  wide  availability  and  prices  of  service  providers  are
important to their ability to participate in international trade, assuming an initial readiness
in IT for TF.  This means the competitiveness of service providers.  Where IT service
provision is not contestable, or where there is only one designated provider, there is no
choice  for  SMEs,  which  may  create  difficult  problems  for  them  beyond  the  pricing  of
services (e.g., charges for erroneous electronic declarations, and lack of technical support
to SMEs computer systems).  Indeed, the prices of some service providers may not truly
reflect the actual cost of provision as provided for in Article VIII of GATT 1994, which is
integral to trade facilitation measures.
Table  3  provides  a  list  of  special  programmes  for  selected  traders  in  the  five
countries studied.  The table indicates the name of the programme, the number of service
providers for the IT system in place and the approaches to the programme, i.e., where the
programme is applicable in terms of ports or products.
Most of the five countries have programmes for selected traders.  In the IT systems
of the five countries, only the Philippines has more than one service provider.  With the
exception of the Republic of Korea and the Philippines, the programmes are also applicable
only in certain ports or for specific products.58
4.  Internationalization of SMEs
The increasing participation by SMEs in international commerce is an important
development  goal  aspired  to  by  not  only  individual  countries  but  also  development
institutions  that  promote  inclusive  growth.    A  review  of  what  determines  the  inter-
nationalization of SMEs suggests that it may not be as easy as it appears.  The process
seems to be more involved and there may be necessary preconditions that must be met
before the SMEs are integrated into the world economy.
SMEs play important roles in national economies.  They contribute to employment
generation, especially in comparison with large enterprises.  Because they require lower
capitalization and scale, they are capable of absorbing more labour.  SMEs account for
a  large  portion  of  total  enterprises  in  a  country.    If  entrepreneurship  is  equated  with
enterprises, then the number of SMEs represents a large entrepreneurial force.  In terms
of  more  balanced  development,  SMEs  are  physically  more  widespread  than  large
enterprises, thus contributing to even more development.  Therefore, the SMEs’ share of
total country exports can be viewed as underlining their overall importance, especially in
terms of employment.
As can be expected, the SMEs in the five countries under study are important and
comparable  in  size.    Despite  differences  in  the  legal  definition  of  SME,  which  often
encompass micro-enterprises, their importance can be seen in terms of the number of
enterprises, impacts on employment, value added and exports.  These range from more
than 99 per cent of all firms in the Republic of Korea to more than 90 per cent of all
industrial units in Bangladesh, the Philippines and Sri Lanka.  SMEs also generally account
for a substantial share of industrial employment, ranging from 87.5 per cent in the Republic
of Korea to 36 per cent for the Philippines and Sri Lanka.  In terms of output (e.g., share of
manufacturing value added), their share is smaller, ranging from 20 per cent (Sri Lanka) to
39 per cent (India).  Table 4 lists the share of SMEs in total exports by the five countries
under study.
While table 4 shows the extent of SME participation in merchandise exports, it
does not show is that all the other implied contributions are much larger in terms of other
factors,  e.g.,  employment,  number  of  industrial  units  (firms)  and  output.    In  short,  the
Table 3.  Programmes for selected traders
Special programme Service provider Approaches
Bangladesh None 1 (DataSoft) By port
India ACP Government By port
Republic of Korea “Trusted Firms” 1 (KTNET) All ports
Philippines Super Green Lane 3 All ports
Sri Lanka Gold Card 1 (e-Services) By product group
Source: ARTNeT Reports for 2009.59
likelihood of multiplier impacts from the internationalization of SMEs is not captured by
these figures.
5.  Benefits and costs
Each of the country studies lists what are perceived by traders and their agents to
be the benefits from trade facilitation in general and IT systems in particular.  Given that
systems are automated to varying degrees among the countries, comparisons would be
difficult.  Nevertheless, the substance of these benefits and costs are similar.  They are
also consistent with the overall review of the quantitative assessments of TF effects.
Whatever the degree of automation in the IT systems in place in the five countries
studied, traders declare that there are benefits and costs.  The responses appear to reveal
that the net benefits of the systems are positive.  Several items in benefits and costs are
common.  One is the expected reduction in corruption at customs, which often accompanies
manual procedures and face-to-face transactions.  The initial introduction of direct trader
input in Bangladesh has even been viewed as an opportunity to end corruption at customs.
Another way of describing this type of benefit is the reduction in side-payments made by
traders in order to facilitate the clearance and release of cargoes.
Another benefit concerns the time usually spent in electronic and manual procedures
and  transactions.    For  those  countries  that  have  only  adopted  electronic  lodgements
(Bangladesh  and  Sri  Lanka),  there  are  palpable  impacts  in  terms  of  submissions  on
a 24-hour, seven-day per week basis, removal of queues to customs offices, lesser errors
in computation of taxes due, and even shorter clearance times.  For those countries that
have extended automation up to the major steps (the Philippines and India) or to complete
procedural processes (the Republic of Korea), the time benefits are correspondingly larger.
Indeed, the Republic of Korea study gives estimated savings of time that would otherwise
be spent in a manual environment.
Then there are the productivity improvements across several actors in the formal
trade processes.  Obvious productivity increases result from reduction in costs to traders
because of TF measures – for example, savings in printing costs when certain steps in the
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procedures are simply electronically captured and only a printed final document is needed.
There are also reductions in delivery costs when necessary information is electronically
retrieved.
On the other hand, there are also costs to the IT system and overall TF measures
on the part of the public, and those shouldered directly by private traders.  The public
investment  costs,  however,  are  not  reported  in  the  country  studies  since  they  are  not
integral to those studies.  Neither are these public investment costs widely known or finely
indicated  in  order  to  give  a  more  meaningful  interpretation.    The  direct  IT  facility  cost
pertains to payment to the service provider for the submission of electronic forms to the
border agencies.  Ideally, the price of the direct facility should be the cost of providing the
service.  Actual prices, however, appear to have been mandated rather than by iteration in
a market (the reason for which can be found in table 3).  Four of the five countries in the
study have only one service provider.  The alternative way of determining the adequacy of
price of the IT facility is whether traders find it excessive or just adequate.
Based on interviews, the results are mixed.  Where the IT system in place covered
a wide range of the procedures and processes, traders in the Republic of Korea and the
Philippines were satisfied with the prices charged for the facility.  Traders in Sri Lanka,
however,  where  the  system  covers  only  a  limited  portion  of  the  processes,  expressed
ambivalence about the prices; some considered the price (actually the system in place)
not worth the facility.  Insufficient information on Bangladesh and India prevents an initial
assessment of the adequacy of IT facility pricing.
The point about pricing of the value-added service provider is whether the service
is contestable.  One can always argue that a single provider guarantees that only one set
of standards is followed, especially if many agencies are interlinked, regulations are easy
to impose, and there is oversight from regulators about pricing.  In the countries studied,
the apparent price of services related to electronic submissions is based on electronic
transmissions (number of bytes).  However, it does not follow that the price imposed on
traders and their agents is the actual cost of provision.  What is important is to ensure that
the value-added service is potentially more open, given that it is a necessary component
of the automation.
Table 5 provides a sample list of productivity and savings benefits from IT in trade
facilitation as reported in the country studies.  Their magnitudes and importance vary by
product and industry, location, volume and scale as well as other factors that affect the
production of goods and their movements into and out of the country.  SMEs that are
internationalizing are also likely to experience such benefits.
6.  Intermediation in facilitation
One aspect of the country studies is the use of brokerage or customs house agents
(CHAs)  by  traders  in  loading  or  unloading  their  cargoes.   A  common  practice  in  most
trading  countries  is  the  use  of  brokers  and  CHAs  for  the  entry  of  imports  from  or  for
exports to borders or ports.  The increasing use of IT in TF has partly reduced the need for
specialized customs brokers to undertake the required procedures and documentation for61
the release or loading of goods.  One of the emerging proposals in TF is the phase-out of
the  mandatory  use  of  brokers’  services  (and  thus  the  elimination  of  pre-shipment
inspection).
Except for the Philippines, the countries studied do not have legislation requiring
the use of customs brokerage in the clearance of cargoes.  In all five countries, however, it
is  common  practice,  to  use  these  services.    A  history  of  complicated  tariffs,  permits,
restrictions,  multiple  agency  requirements  and  other  paperwork  necessitated  such
intermediation, which effectively relieved traders of often burdensome tasks.
Specialized skills and knowledge related to trade formalities (e.g., the submission
of  customs  declarations,  classification  of  goods,  calculation  of  tariffs  and  other  taxes,
applications for permits and licences etc.) also necessitated a system of accreditation and
licensing of brokers to ensure that the interests of the traders in facilitating trade were
satisfied and that government received correct revenues.  Hence, in most cases, brokers
were required to pass licensure examinations and to have their work regulated.  In the
Philippines,  recent  legislation  introduced  the  professionalization  of  brokerage  services,
defined specific educational requirements, specified the role of such services in the formal
movement of goods and determined other criteria related to the practice of this profession.
Brokers and CHAs, many of which are also SMEs, are used more frequently by
SMEs than large firms and traders in the five countries studied.  Given that SMEs are
unable  to  meet  all  the  requirements  for  cargo  releases,  the  associated  paperwork,
requirements  of  other  public  and  private  agencies  relevant  to  cargo,  and  associated
services, it is not surprising that they have relied on brokers and CHAs.  Conversely, major
firms with their large trade volumes are able to operate in-house organizational units that
specialize in trade formalities (e.g., in Sri Lanka).
The  availability  of  IT  in  trade  procedures  reduces  the  amount  of  work  that  is
otherwise undertaken manually.  Even partial electronic submissions cut short the amount
of paperwork normally required.  It follows that SMEs can actually directly file the necessary
forms electronically.  Country experiences indicate that they continue to rely on the services
Table 5.  Samples of productivity and savings benefits
Productivity Savings
Manpower costs Freight transport costs
Paperwork printing costs Inventory-related costs
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of brokers and CHAs for a number of reasons.  First, with their IT systems, brokers and
CHAs are able to realize savings in their usual services and pass them on to their clients.
Thus, traders benefit without actually changing their behaviour.  Second, other services
remain the specialized work of brokers and CHAs – e.g., a presence in most ports (sparing
SMEs  from  designating  staff  to  many  ports)  and  special  skills  in  tariff  codes.    Finally,
brokers and CHAs can transform their usual services into TF-related functions such as
archiving documents for post-clearance audits, representing clients in customs valuation
disputes etc.
The mandatory use of brokers in the Philippines and the character of the profession
have introduced other factors that have created circumstances not evident in the other
countries.  The legislation covering brokers requires certain academic qualifications that,
in turn, have generated supply responses from the education industry.  The transfer of
licensure from the customs authorities to the larger national professional regulatory agency
and the definition of the brokerage practice have changed the way documents have to be
formally submitted to the system.  Both the mandatory use of brokers and the subsequent
legislation institutionalizing the practice have created vested interests.
The  use  of  brokers  and  CHAs  has  apparently  always  been  a  practice  among
traders in most trading nations.  While it is possible to argue that these businesses have
been  acting  as  middlemen  in  what  might  otherwise  be  direct  transactions  between
a border agency such as customs and exporters/importers, they have not been without
concrete functions.  Indeed, trade formalities come with a plethora of rules, complicated
procedures and extensive documentation.  Moreover, they have evolved in an environment
where these are fulfilled using paper forms and hard copies of documents, giving them an
effective  intermediary  function.    In  view  of  recent  broad  liberalization,  simplification  of
tariffs  and  other  procedural  steps  in  trade  formalities,  and  reductions  in  paperwork
requirements, there is the question of whether the intermediation by brokers and CHAs
has lost its essential role in trading.  If the increasing automation of procedures is added,
this  intermediation  diminishes  in  importance.    What  appears  to  be  happening  in  the
countries studied is either some transformation of functions among the intermediaries or –
in incomplete automation systems – the continuation of the past intermediary functions but
with significant efficiency gains.
B.  Implications
The results of the country studies on the impact of IT in TF on SMEs, together with
the related knowledge base concerning the behaviour of SMEs that are internationalizing,
suggest several implications and raise questions about how, if needed, TF can be made
more inclusive.  First, there is no doubt that TF in general, and in TF in particular, has
been beneficial to traders, including SMEs.  The overall environment, especially for imports,
has  improved  in  just  a  few  years.    More  specifically,  the  five  countries  studied  are  at
varying stages in the development of IT systems for TF – some are in the initial stage of
electronic  submission  of  customs  declarations  while  the  Republic  of  Korea  is  moving
beyond the national single window.  Countries that are in the process of computerizing and
automating trade procedures can therefore be guided more closely not only in terms of63
agencies to locate a system but also with regard to the time that implementing certain
stages  (e.g.,  electronic  submissions)  may  take,  public  and  private  costs,  and  other
simplifications, among others.
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Second, there is the question of whether IT in TF deliberately favours large firms
and traders or conversely is unduly biased against SME traders.  Many countries have
programmes for selected traders and the countries in this study are no exception.  This is
understandable in an environment involving much paperwork and manual declarations as
well as with many agencies requiring similar documentation.  There is a need to facilitate
the  movement  of  goods,  especially  in  the  case  of  large  volumes  of  trade  (and  paper
requirements comparable to those of SMEs).  In an automated setting, however, there is
no clear indication that a separate programme for facilitation gives an added edge to large
firms.  Indeed, large firms have built-in advantages over SMEs.  In situations of partial
automation and computerization, however, such programmes clearly exclude SMEs from
facilitation.  Thus, IT in TF should proceed with explicit attention to a non-discriminatory
tag on SMEs until full automation is achieved.
6
Third, given the results of the following country studies, would it make sense to
design IT for TF that favours SMEs? An initial reaction would be to slant TF in general to
encompass more SMEs.  A careful and systematic assessment of previous experiences,
however,  suggests  avoiding  moving  towards  facilitation  that  favours  SMEs,  for  several
reasons.  Moving the IT platform from exclusive proprietary EDI and related systems to the
Internet has expanded accessibility by SMEs.  The results of the following country studies
show that SMEs do use the IT system.  Finally, while their use of IT is a function of their
preparedness, IT availability has also induced them to adjust their systems, equipment
and  organization  so  that  they  can  use  IT  effectively.    Indeed,  adjustments  by  traders
included organizational changes, training, procedures, connectivity and overall business
models.    Brokers  and  CHAs  (especially  those  that  are  SMEs)  made  comparable
adjustments.    The  original  bias  against  SMEs  in  terms  of  price  (of  the  system)  and
accessibility has been balanced by the adoption of web-based technologies.  In addition,
the IT system in place is not significantly sensitive to the volume of trade, i.e., the speed in
electronic procedures is not strongly biased against SMEs.
Fourth,  the  behaviour  of  the  SMEs  in  the  country  studies,  the  various  ways  in
which they have adjusted to the IT system and their actual use of TF in trading indicate
that  they  would  use  the  electronic  procedures  even  without  any  separate  routines  for
them.  The more important question is not whether there is any slant in their favour but
whether they are prepared to use the system.  This again raises the view argued in related
studies that SMEs need to meet pre-conditions that will allow them to participate in global
5 What is not available, however, is a more accurate quantitative specification of a benefit-cost ratio
at varying levels of computerization and automation of procedures.
6 This does not mean that small and medium-sized traders do not have to bear inherent barriers in
the process of internationalizing.  This would indeed involve more an internal adjustment on their part
than a TF bias.  As shown in chapter I, a number of studies have argued that certain pre-conditions
have to be met by SMEs before they can successfully internationalize.64
markets as exporters or importers.  Without meeting the pre-conditions, any IT system,
even if configured for SMEs, would not likely be used effectively or efficiently.
Finally, the argument that IT in TF adversely affects SMEs is not really due to the
IT system in place but more to the inability of SMEs to meet automation pre-conditions.  In
fact, the country studies point to the indirect use of IT by SMEs through the out-sourcing of
trade formalities to brokers and CHAs.  There may also be other reasons related to their
trade behaviour why some SMEs that are internationalized prefer not to directly undertake
electronic transactions.  These are not arguments against IT in TF per se, but are rather
arguments  for  addressing  the  computerization  needs  of  SMEs,  their  preparedness  for
undertaking  automated  transactions  and  their  capacity  to  participate  directly  in  global
trade.  These are also arguments for the use of IT in TF that is non-discriminatory, which
means, for example, a phase-out of programmes for selected traders.  As SMEs surmount
inherent  barriers  and  make  their  transition  towards  directly  undertake  international
transactions, trade becomes more inclusive.  However, the best instrument for that would
have been some form of affirmative action for all SMEs, whether trading internationally or
not.
C.  Succeeding chapters
Chapter IV presents the study of IT in TF in the Republic of Korea and how SMEs
fit in with its development.  The entire development of customs automation is described
from the introduction of the permit system to self-declaration, from dedicated systems to
more Internet-based lodgements.  Despite the self-declaration environment in the Republic
of Korea, the study – based on the results of both survey and a number of case studies –
suggests that brokers remain important in that country.  In fact, the study argues that with
IT the need for SMEs (which comprise the majority of the country’s traders) to handle their
own customs clearance work (self-declaration) is even less.
Chapter V considers the experience of Bangladesh in the use of IT as a trade
facilitating measure.  A timeline shows the deployment of the ASYCUDA system initially at
the Dhaka Customs House, but it took two years before the system was installed at the
Chittagong Customs House.  Some time passed before the start-up of the direct-trader
input process and finally the introduction of partial automation.  In the Bangladesh study,
the rationale for the introduction of IT in trade facilitation was widely associated with efforts
to reduce corruption.  While partial automation remains far short of complete end-to-end
electronic procedures, the results of the surveys among traders and customs house agents
suggest palpable benefits in terms of lodgement time, cost and even clearance time.  The
chapter ends with some specific recommendations for completing and improving IT.
The  experience  of  India  is  described  in  chapter  VI.    Several  streams  of  IT  are
employed in India that are related to different aspects of the entire movement of cargo,
and  these  are  under  the  management  of  different  government  agencies  involved  in
international trade, such as the Ministries of Finance, Commerce, Industry and Shipping,
among others.  Various ports and airports are also involved through their own systems and65
levels of automation.  The chapter describes the processes by which the different streams
are integrated.
Based on the results of a small survey of SMEs, CHAs and SMEs in a special
economic zone in India, it appears that SMEs lack the specialized knowledge to file their
own documents, and more so to become involved in the electronic processing of import
and export activities.
Chapter  VII  provides  the  study  on  Sri  Lanka,  starting  with  a  description  of  the
import and export process from submission of declarations to the release of goods.  Some
30 government and non-governmental agencies are linked to the export and import process.
The degree of IT use in the country is limited to the electronic submission of customs
declarations (CUSDEC); those that are actually connected even with this limited facility
include tea and garment traders.
The  results  of  Sri  Lanka’s survey of traders (in garments) and CHAs with both
small and large firm representation indicate that the limited extent of IT in TF is less than
satisfactory, especially given the charges imposed on such CUSDEC submissions.  The
SMEs believe, however, that the system does not discriminate against them.
The  study  on  the  Philippines  in  chapter  VIII  traces  the  history  of  automation
attempts, the current state of IT use (especially at the Bureau of Customs) and some of
the evaluation results of the system.  For example, the country report indicates substantial
improvements in the interval between cargo arrival and lodgement of declarations but not
between lodgement and cargo release.
The survey of customs brokers compares the importance of electronic lodgement
to the other steps; the results show the extent to which IT has helped to facilitate trade.
However,  the  study  reveals  that  the  mandated  use  of  customs  brokers  has  led  to
adjustments that differ substantially from how brokers play their role in the other countries
under study.66
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PART TWO:  COUNTRY STUDIES69
IV.  SMALL AND MEDIUM-SIZED ENTERPRISE
ADJUSTMENTS TO INFORMATION TECHNOLOGY
IN TRADE FACILITATION:  THE EXPERIENCE
OF THE REPUBLIC OF KOREA
By Junsok Yang
Introduction
International  trade  has  been,  and  continues  to  be,  one  of  the  most  important
factors in the growth and development of the Republic of Korea.  Because of the importance
of trade, the Republic of Korea has always been interested in ways of making trade easier
and faster.  By the late 1990s, the Republic of Korea was one of the most “wired” countries
in the world.
1  Given the rapid pace of IT adoption, it made sense for the Republic of Korea
to utilize IT for customs procedures and trade facilitation.  The Government of the Republic
of Korea vigorously pursued extensive use of IT for cargo clearance in order to reduce
transaction costs and regulatory burden for traders, especially small and medium-sized
enterprises (SMEs).
This chapter examines the evolution of the use of IT for cargo clearance in the
Republic of Korea, and how it has affected businesses, especially SMEs.  It should be
emphasized here that the adoption of IT for cargo clearance involved not only installing
new hardware and software, and replacing paper forms with electronic forms, but also
extensive reform of laws and regulations to maximize effectiveness.  Section A examines
SMEs  and  their  role  in  trade  by  the  Republic  of  Korea.    Section  B  explains  how  the
Government of the Republic of Korea adopted IT into its trade and customs procedures.
Section C discusses how these changes affected SMEs in general while section D reviews
some specific case examples.  Section E develops some conclusions and makes some
recommendations based on the experience of the Republic of Korea.
A.  SMEs, trade and trade facilitation in the Republic of Korea
This section examines what constitutes an SME as well as the role of SMEs in
trade in the Republic of Korea.  For the manufacturing sector, legislation in the Republic of
Korea defines an SME as a firm with less than 300 full-time employees or the equivalent,
or a firm with capital of less than 8 billion won.
2  For the mining, manufacturing, construction
1 According to the United Nations Conference on Trade and Development e-business database in
2006, as of 2004, 94 per cent of all businesses in the Republic of Korea had access to the Internet,
and  92.2  per  cent  of  all  Korean  businesses  were  able  to  access  the  Internet  through  fixed-line
connections of 2 Mbps or higher.
2 In 2009, this amount equalled approximately US$ 6.8 million (1,170 won = US$ 1).70
and  transportation  industries,  a  small  business  is  a  firm  with  less  than  50  full-time
employees or the equivalent while a micro-enterprise is a firm with less than 10 full-time
employees or the equivalent.





Number of Capital and Number of
workers sales workers
Manufacturing Less than 300 Capital of W Less than 50 Less than 10
8 billion
or less
Mining, construction and Less than 300 Capital of W Less than 50 Less than 10
transportation 3 billion won
or less
Large general retail stores, hotels, Less than 300 Sales of W Less than 10 Less than 5
recreational condominium operations, 30 billion
communications, information processing or less
and other computer-related industries,
engineering services, hospitals
and broadcasting
Seed and seedling production, fishing, Less than 200 Sales of W Less than 10 Less than 5
electrical, gas and waterworks, 20 billion
wholesale medical and orthopaedic or less
products, wholesale fuel and related
products, mail order sale, door-to-door
sales, tour agencies, warehouses and
transportation-related services,
professional, science and technology
services, business support services,
films, amusement and theme park
operations
Wholesale and product intermediation, Less than 100 Sales of W Less than 10 Less than 5
machinery equipment rent for industrial 10 billion
use, research and development for or less
natural science, public performances,
news provision, botanical gardens,
zoo and natural parks, wastewater
treatment, waste disposal and
cleaning-related services
Other sectors Less than 50 Sales of W Less than 10 Less than 5
5 billion
or less
Source: Small and Medium Business Administration (Republic of Korea) website at www.smba.go.kr/
main/english/sub3/sub03_1.jsp.71
In  2006,  there  were  approximately  3  million  SMEs  in  the  Republic  of  Korea
(99.9 per cent of the country’s total firms), employing 10.9 million workers (87.5 per cent of
total employees).  However, the SMEs tended to underperform in trade, as they accounted
for only 31.9 per cent of total exports from the Republic of Korea.  Figure 1 shows recent
trends in SME exports and table 2 shows the recent share of SMEs in total exports.
Figure 1.  Recent trends in Republic of Korea SME exports
(US$ billion)









2001 2002 2003 2004 2005 2006
Exports by SMEs  Exports by large and other firms
Table 2.  Percentage share of SME exports in total exports
by the Republic of Korea
2001 2002 2003 2004 2005 2006
43 42 42 36 32 32
Source: Korea Federation of Small Business at http://stat.kfsb.or.kr/stat_index.html.
The types of goods that SMEs export from the Republic of Korea are substantially
different from those exported by large enterprises.  As table 3 shows, the exports by SMEs
and large enterprises are heavily concentrated in the machinery and electronics sectors,
but SMEs tend to export more chemicals, plastics and rubber products as well as steel
and metal products, which tend to be less processed.  The differences probably represent
the lower technology base of SMEs.
B.  Evolution in the use of information technology for
cargo clearance
1.  Background
Adopting  the  use  of  IT  in  cargo  clearance  has  been  an  important  part  of  the
Republic of Korea’s overall e-trade project, which, in turn, is a crucial component of the72
country’s overall trade facilitation initiative.  It is important to note that the introduction of
e-trade was a part of an overall long term reform of trade procedures.  While the introduction
of IT may have been the largest component of the reform process, without reforms in other
areas it is likely that gains in efficiency would not have been realized.
The  Republic  of  Korea  had  been  emphasizing  trade  facilitation  and  reforms  of
customs  clearance  since  the  late  1980s  for  several  reasons.    First,  trade  had  always
played an important part in the Republic of Korea’s development.  As figure 2 shows, since
the mid-1970s, the combined trade volume (exports and imports) had been consistently
higher  than  50  per  cent  of  the  gross  domestic  product  (GDP).    Further,  because  the
Republic of Korea is a resource-poor country – and until, arguably, the mid-1990s a low-
technology country – it has needed to import raw materials and other inputs.  Thus, better
customs clearance could reduce costs of producers and exporters.  Also, after a four-year
period  of  trade  surpluses  in  the  late  1980s,  the  Republic  of  Korea  experienced  trade
deficits from 1990, due in large part to the slowing growth of exports, coupled with a rapid








2001 3.5 8.2 5.3 20.4 5.2 20.2 31.2
2003 5.2 11.6 4.1 15.8 8.6 16.8 33.4
2005 3.9 13.0 5.0 13.7 9.1 20.1 31.2
2007
* 3.4 13.4 4.4 9.8 10.4 21.7 34.1
2007
* 8.2 9.7 1.4 0.6 8.4 34.3 37.3
(Large
enterprises)
Source: Korea Federation of Small Business website at http://stat.kfsb.or.kr/stat_index.html.
* First quarter of 2007.
Figure 2.  Trade as a percentage of gross domestic product in
the Republic of Korea













rise in imports.  Thus, emphasis was placed on streamlining and reducing costs to help
exports.
Another factor may have been the bad reputation of the Korea Customs Service
(KCS) during much of the time the reforms took place.  As KCS (2004) admitted in a 2004
report to the President, it was often placed on the list of the most corrupt and unfriendly
government  agencies  up  until  the  early  2000s.
3   Also,  the  logistics-related  costs  were
deemed to be higher in the Republic of Korea than in the country’s international competitors
due to inadequate laws and regulations.  Such perception gave the Republic of Korea the
incentive to try to overhaul the system.
The Republic of Korea completed a major reform of its import clearance system in
1996.  The most important consequence of that reform was that the Republic of Korea
moved  from  a  permit  system  to  a  self-declaration  system,  and  KCS  moved  towards
post-entry  investigation  for  cargo  clearance.    Focus  was  placed  on  deregulation  and
facilitation of customs clearance.  During the reforms, the pre-clearance payment of duty
was replaced by a post-clearance payment system.  The Republic of Korea introduced the
on-dock  immediate  delivery  system  in  1998,  which  allows  an  importer  to  unload  and
release imported goods simultaneously at the time of entry.
4  Such reforms set the stage
for e-customs and e-trade.
2.  Introduction of e-trade
The  use  of  IT  for  cargo  clearance  is  only  a  part  of  the  e-trade  process.   The
Republic of Korea defines e-trade as “wide-ranging trade activities, which use electronic
means  for  customs  clearance,  financial  payments,  transportation  and  insurance;  and
encompasses not only traders but also third parties such as government, transportation
firms and financial institutions.”
5  The Republic of Korea’s trade law recognizes e-trade as
“trade whose transactions take place wholly or partially through information processing
equipment  such  as  computers,  and  electronic  information  networks”  (Sohn  and  Yoon
(2001).
6  The  Republic  of  Korea  placed  importance  on  using  IT  for  customs  clearance
because, in the late 1980s and early 1990s, the country began to emerge as a major
producer for IT-related goods and began to get “wired.”  In the late 1990s, the Government
began  its  initiative  for  establishing  an  “e-government”  where  agencies  would  adopt
and  use  IT  wherever  possible.    Customs  clearance  was  a  natural  candidate  for  such
e-government initiatives.
3 However, due in large part to the reforms described in this chapter, KCS is now consistently rated
as  one  of  the  more  efficient  and  least  corrupt  government  agencies.    KCS  itself  appears  to  have
admitted that the low rating served as one of the incentives for reforms, and is deservedly quite proud
that it is now considered one of the least problematic government agencies.
4 G/C/W/123.
5 The International Trade Centre, on the other hand, defines e-trade as “the application of information
and communications technologies (ICT) to improve export competitiveness of companies”.
6 The trade law of the Republic of Korea also defines e-trade as “trade of non-tangible goods in
electronic format, as defined by Presidential Executive Order.“74
The introduction of IT in cargo clearance procedures in the Republic of Korea can
be roughly divided into two stages.  The first stage can be subdivided into the following
substages:
(a) Preparation for Customs Clearance Automation (1980s-1992);
(b) EDI Customs Clearance Automation Six-Year Plan (1992-1997);
(c) The establishment of a Paperless Customs Clearance System (1997-2001);
and
(d) The Plan for Establishment of Infrastructure for Information Technology and
Knowledge Management (2001-2003).
The main accomplishment of the first stage was a value-added network/electronic
data interchange (VAN/EDI) system that linked KCS and traders in 1996.  KCS expanded
the VAN/EDI so that traders could access the network through the Internet in 1997, and
began building a single window for submitting paperwork to the Government.
The Republic of Korea has been pursuing e-trade since the late 1980s.  In 1989,
the Government initiated the “Comprehensive Trade Automation Plan” and, in 1991, the
passed the “Act on Trade Automation”.  The Act gave legal basis for the use of IT in cargo
clearance as well as automation of the cargo clearance process.  In the same year, the
Ministry of Trade and Commerce (currently the Ministry of Knowledge Economy) signed an
“Agreement on Trade Automation” with KCS.
In 1991, the Korea International Trade Association (KITA), a private organization
composed  of  traders  that  often  acts  as  an  intermediary  between  traders  and  the
Government, funded the establishment of the Korea Trade Network (KTNET), which was
to build and operate e-trade infrastructure and e-trade services.  In the same year, KCS
designated KTNET as sole trade automation service provider.  Since then, KTNET has
been the primary e-trade infrastructure operator and service provider, and it has played an
important part in establishing e-trade in the Republic of Korea.
In 2003, the second stage began for e-trade in the Republic of Korea.  The goal of
the second stage is:  (a) to build on the accomplishments of the first stage; and (b) to
establish an e-trade system where IT is used at every stage of cargo clearance procedures,
encompassing  not  only  government-business  (traders)  transactions,  but  also  business-
business transactions.  Some Republic of Korea observers refer to such an IT network as
a “ubiquitous e-trade system,” or “u-trade.”  The system would provide real-time information
on the status of cargo and paperwork, and allow submission of electronic paperwork in
real time.  The paperwork would be delivered automatically to all parties that required it,
and the system would provide real-time assistance.
This  second  stage  involves  the  establishment  of  an  e-trade  network  and
“UTradeHub”,  which  ties  not  only  the  Government  with  traders,  but  other  trade-related
organizations  and  private  agencies  such  as  shippers,  insurers,  banks  and  financial
institutions.  The ultimate goal of the second stage is to have not only submissions of
electronic paperwork to the Government, but all trade-related transactions such as the75
exchange  of  electronic  paperwork  between  businesses  as  well  as  financial  payments
made through the electronic network.  Table 4 shows the timeline of the more important
events in the introduction of IT in cargo clearance, and box 1 explains the concept of
“ubiquitous trade.”
Table 4.  Timeline of IT introduction in cargo clearance in the Republic of Korea
YearEvent
1989 The Government initiates the “Comprehensive Trade Automation Plan”
1990 Comprehensive Trade Automation Task Force created within KITA
1991 Trade Automation Act is enacted
KTNET is established by KITA
1992 KCS designates KTNET as sole customs automation service provider
1994 The Republic of Korea initiates electronic customs clearance system for exports
1996 The Republic of Korea initiates electronic customs clearance system for imports
KTNET provides a logistics service through MFCS
The Republic of Korea achieves a 100 per cent electronic customs clearance
system (VAN/EDI)
1997 EDI/VAN service expanded to include the Internet
1999 E-commerce law passed; electronic signature law passed
2001 External trade law amended to define and allow e-trade
2003 National e-Trade Committee, chaired by the Prime Minister, is established
2004 BPR/ISP for e-trade process innovation
2005 The Government enacts the ‘e-Trade Facilitation Act’
The ‘e-LC service’ is launched for the first time in the world
2006 The e-Trade Service Project second stage is completed
2008 UTradeHub is launched
e-Trade Service Project third stage is completed
Source: Data  taken  from  Korea  International  Trade Association,  2007,  KITA  press  releases  and
Jung, 2008.76
3.  First stage
8
(a) Electronic data interchange and paperless trading
In  1992,  the  Six-Year  Comprehensive  Plan  for  EDI  began.    KTNET,  under  the
instruction of, and in cooperation with KCS, developed the basic design for the EDI system
in 1993.  The EDI system was used to promote paperless trading, trade computerization
and automation.  EDI for export clearance was introduced in November 1994 while EDI for
import clearance was introduced in July 1996.  EDI for customs duty drawback and the
export cargo system was introduced in July 1997, and in January 1998 for the import
cargo system.  Table 5 summarizes what each system included.  Further, KCS linked its
computer  network  to  the  quarantine  inspection  agency  in  May  1998.    Electronic  fund
transfers for tariff duty were allowed from 1999, and the export automated trade system
went online in 2000.  Since 2001, VAT has also been payable electronically.
Initially, EDI operated as a VAN that linked KCS and government agencies with
large traders and customs brokers who had good past records.  Thus, only those firms and
customs brokers with access to VAN-EDI could take advantage of the network.  Relatively
few SMEs were allowed to access VAN-EDI directly.  However, even this limited access to
EDI  brought  improvements  in  cargo  clearance  procedures  in  the  Republic  of  Korea.
According to the World Trade Organization (WTO) (1998), in 1998, computerization had
reduced processing time for export clearance from four hours to four minutes, and reduced
processing time for import clearance from 8.5 hours to 3.5 hours.  Further, KCS operated
a number of offices with VAN-EDI terminals, so that firms and brokers that did not have
direct access to VAN-EDI could also use the network.
Box 1.  What is ubiquitous trade?
Since 2005, KCS has pursued “ubiquitous and invisible trade” as one of its medium-
term goals (five-year objective).  What is ubiquitous trade? KCS defines ubiquitous and
invisible trade as “customs service that is not noticeable to the eye, but is efficient and
available to its customers at any time and at any place.”
7  “Ubiquitous trade system” implies
an e-trade network that is accessible 24 hours a day from any place where an Internet
connection is possible, and through which all trade-related transactions can take place.
These transactions can include not only those between the Government and traders (“G2B”),
such as payments of tariffs and taxes and submission of paperwork, but also transactions
between traders and private agents and businesses (“B2B”), e.g., other traders, trading
companies, manufacturers, freight forwarders, insurers, warehouses and financial institutions.
7 www.customs.go.kr/kcsweb/user.tdf?a=user.board.BoardApp&c=2002&seq=850&ctx=&board_
id=GPB_NEWSDATA&mc=.
8 Many of the details concerning the first stage are summarized in KCS, 2004.77




Export clearance • Export declaration through EDI 10/93-10/94 11/94
system • Tabulating export statistics
• Providing export information
Import clearance • Import declarations through EDI 11/94-6/96 7/96
system • Managing levies (collection,
collateral, defaults etc.)
• Customs surveillance (spotting of
high-risk cargo etc.)
• Compiling import information and
providing clearance information
Export cargo system • Export cargo management 5/96-6/97 7/97
(controlling manifests, port
departure records etc.)
• Tabulating export statistics
• Providing export cargo information
Customs duty • File and determine customs 6/96-7/97 8/97
drawback system drawback
• Electronic funds transfers/payment
of drawback
• Issue certificates
• Providing drawback information
Import cargo system • Import cargo management 10/96-12/97 1/98
(port entry, unloading, withdrawal,
bonded transportation, handling,
detaining goods etc.)
• Tabulating import statistics
• Providing import cargo information
Source: Based on data from the KCS English-language website at http://english.customs.go.kr.
9 KCS  English-language  website  at  http://english.customs.go.kr.    Some  accounts  give  a  slightly
different date of 12 July 1999.
By  May  1999,  the  EDI  system  had  progressed  so  that  a  completely  paperless
import customs clearance system could be implemented for domestic traders.
9  It was
hoped that the time needed for the import customs clearance procedures would be cut in
half (WTO, 1999a, b).  The paperless system enabled traders to file electronic documents
necessary  for  import  declarations  through  the  EDI  network,  and  enabled  electronic
verification of import requirements demanded by other government agencies; this made it
possible for KCS to confirm that other government agencies had issued permits, certificates
and other documents electronically.78
The EDI system was also designed so that traders could submit all paperwork to all
relevant Republic of Korea government agencies through the paperless clearance system
network.    In  1999,  19  government  agencies  and  48  organizations,  such  as  industry
associations, and national institutes of plant and veterinary quarantine were interlinked
through  the  electronic  network.    Various  required  documents,  including  inspection/
quarantine certificates and permit/approval/recommendation papers, were standardized in
electronic format, based on international standards such as the United Nations EDIFACT.
However, even though most relevant border agencies were tied into the network, traders
had to fill out the information and submit it individually to each agency.  KCS and KTNET
have  continually  improved  the  system,  tying  more  agencies  and  organizations  into
the  network;  in  2004,  they  began  to  build  a  “single  window”  requiring  a  one-time  only
submission of information.
The EDI system also uses “what you see is what you get (WYSIWYG)” principles,
so that what was on the screen looked exactly like the forms that firms were familiar with.
Using such principles has two advantages.  First, there is relatively little confusion on the
part of traders and customs brokers, since they are filling out the same forms as they have
always  done.    Second,  it  has  facilitated  the  adoption  of  international  standards  for
paperwork and data formats, since those standards have become more widely used.
KCS estimated that the new system substantially contributed to further reducing
the time and costs involved in the distribution of imported/exported goods.  According to
WTO (2000), in 2000, 96 per cent of exports, 12 per cent of imports and 33 per cent of
drawbacks  in  the  Republic  of  Korea  were  completed  utilizing  the  electronic  paperless
clearance system; the result was that total time required for processing, from the submission
of a declaration to acceptance by the relevant authorities, was reduced from 170 minutes
to 45 minutes.
Until November 2000, KCS had limited the number of firms that could use paperless
trading  for  import  clearance  to  352  with  good  past  records.    KCS  had  restricted  the
number of firms to reduce the possibility of illegal transactions.  This restriction, however,
limited the extensive use of the paperless trading procedures, as only 12 per cent of all
transactions used the paperless procedures.  As a result, KCS increased the number of
eligible firms to 2,589, with the result that the percentage of such transactions increased to
30 per cent.  SMEs were severely disadvantaged by this type of restriction to EDI, since
they tended to have worse records than large firms.  In addition, customs officials tend to
distrust  SMEs  more  than  large  companies  due  to  the  SMEs’  lack  of  manpower  and
resources as well as shorter histories and larger turnovers (Sohn and Yoon, 2001).
Sohn and Yoon (2001) noted that, as of 2001, 100 per cent of the procedures for
customs clearance such as export and import declarations as well as logistics such as
submissions  of  bills  of  lading,  notification  of  arrivals  and  departures  were  automated.
Citing a report by KTNET, Sohn and Yoon said the use of EDI was estimated to have
saved 81 per cent of export-related paperwork costs, and 79 per cent of import-related
paperwork costs, resulting in a savings of W 578 billion annually.  Samsung Electronics
estimated that by using the trade automation system, it had reduced its ordering time from
10 days to 2 days, and had saved US$ 800 million (Jeong, 2005).79
(b) Cargo selectivity
EDI was also used for selection of cargo for inspection.  By July 1996, the Republic
of Korea had established an EDI-based cargo selectivity system that used the EDI data
and risk management principles to prioritize which goods to inspect.  Under this system,
low-risk  items  were  exempted  from  inspection,  while  high-risk  items  were  targeted  for
closer inspection.
10  This system is also used to monitor travellers and vessels, and to
detect prohibited articles such as prohibited chemical substances (WTO, 1998).
(c) Use of the Internet
Initially,  the  use  of  IT  in  cargo  clearance  was  limited  to  the  VAN/EDI  network.
However,  as  the  Internet  became  more  prevalent,  by  the  early  2000s  a  middleware
programme  was  in  place  to  transfer  data  between  VAN/EDI  and  the  Internet,  so  that
customs brokers and traders could submit information directly to KCS on the Internet.
4.  Second stage
In  the  2000s,  the  Republic  of  Korea  began  pursuing  the  goal  of  becoming  the
“logistics  hub”  of  North  Asia.    Former  presidents  Kim  Dae  Jung  and  Rho  Moo-Hyun
expressed their idea that the Republic of Korea could act as a central base for cargo
coming from and going to China, Japan and even the Russian Federation, by linking ports
in the Republic of Korea with land routes that would start from the Republic of Korea, go
through the Democratic People’s Republic of Korea to China, the Russian Federation and
perhaps even Europe.  The idea of such a logistics hub created further incentive for the
Republic of Korea to streamline its customs clearance procedures.  In addition, the growing
prominence of the Republic of Korea as the most networked country in the world also
provided an incentive to further incorporate IT and the Internet into customs clearance.
During the second stage, KCS further improved its IT-based customs clearance system.




KCS has pursued the goal of “e-Customs, u-Customs, World Best Customs 2012+.”
During  the  second  stage,  KCS  completed  its  Internet  portal  site,  and  established  the
Internet-based customs system, UNI-PASS.  Since October 2005, KCS has been operating
a web-based clearance system.  Currently, while some firms and brokers still use the VAN/
EDI network, KCS says that due to the opening of the Internet-based e-customs system,
the use of the EDI system has declined rapidly.
10 Since 2008, customs inspectors have been able to override the decisions made by the cargo
selectivity system.  If an on-the-ground customs inspector feels that an inspection is warranted, he/she
can assign a cargo for inspection, even if the cargo selectivity system indicates that it does not need to
be inspected.  An on-the-ground inspector can also override a decision made by the selectivity system
to require an inspection can also be overridden by an on-the-ground customs inspector; however, in
this case, approval will be required from his/her supervisor.
11 Material for this subsection has been taken from Yang, 2009.80
The  Republic  of  Korea  began  building  an  Internet-based  “single  window”  for
submission of documents in 2004.  Between August 2004 and July 2005, eight government
agencies – including KCS, the Korean Immigration Service and the National Quarantine
Station, among others – established a task force to examine how a single window could be
established.  The task force reviewed paperwork and information requested by government
agencies  in  order  to  see  whether  overlapping  paperwork  and  repeated  requests  for
information could be consolidated.  At the same time, from August 2004 to February 2006,
the Government contracted private suppliers to build the appropriate infrastructure and
software.  In March 2006, the single window opened.  As of 2008, 14 agencies – including
KCS, the Korean Food and Drug Administration, the National Veterinary Research and
Quarantine Service, and the National Fishery Products Quality Inspection Service – were
linked to the Internet single window.
According to a KCS representative, more than 40 per cent of traders use the single
window.  According to a KTNET representative, submissions for 96 per cent of all trade
transactions are currently carried out entirely within the single window.  While there are
a few agencies that are not currently covered by the single window, there are no serious
plans  to  include  those  agencies,  since  the  marginal  cost  of  including  them  is  deemed
higher than the potential benefits to traders.
The use of the KCS Internet portal site and the  single window is expanding to
include not only traders but firms in trade-related industries.  Transportation and logistics
businesses such as forwarders, bonded warehouses, bonded transporters and carriers are
using the KCS network.  As of 2008, 20 per cent of all freight processing
12 was carried out
through  the  KCS  network,  and  that  number  is  growing  quickly,  according  to  a  KCS
representative.  Also, KCS and the International Air Transport Association are pursuing an
“e-freight” project, where forwarders, customs brokers and traders can file manifests, bills
of lading, invoices, packing lists and other documents electronically.  KCS is also adopting
radio frequency identification technology to process freight in bonded areas, so that cargo
can be processed electronically, and up-to-the-minute information can be received through
the KCS Internet clearance portal site.  The test project was completed in 2008, and the
radio frequency identification system was formally implemented for air cargo in 2009.  KCS
is also stepping up its cooperative efforts with customs services of other countries.  KCS
has agreed to share data with Belgium and the Philippines, and is holding discussions with
Australia, China and Japan on how their Internet portal systems can be linked with the
Republic of Korea network.
KCS has also begun a cooperative project with many larger companies to link the
Internet customs clearance portal with the Enterprise Resource Planning (ERP) system of
firms in the Republic of Korea, in order to reduce time required for customs clearance and
facilitate global supply chain management of those companies.  The effort began in 2006
and, as of 2008, 17 firms (mostly large companies such as Samsung Electronics, Hynix
Semiconductors  and  LG  Electronics)  have  participated.    KCS  expected  another  10
companies to link their ERP system with the KCS customs clearance portal site in 2009.
12 By number of cases.81
KCS  has  estimated  that,  in  2008,  the  number  of  export  and  import  clearances  done
through the ERP-KCS system link amounted to 17 per cent of the total clearances.
(b) E-trade
The  Republic  of  Korea  envisioned  a  single  window  “e-trade”  system  where  all
aspects  of  trade  would  take  place  within  the  “e-trade”  network.    This  network  would
encompass not only cargo clearance procedures between the trader and the Government,
but all aspects of trade – from initial transactions between suppliers and exporters as well
as transactions between exporters and importers, to logistics (transactions between traders
and cargo carriers, and warehouses), financial transactions and insurance transactions, as
well as transactions between traders and the Government.  In short, the network would be
a  single  window  encompassing  all  B2B  (business-to-business)  and  B2G  (business-to-
government) transactions related to trade.  E-trading companies would also operate within
this system.  The Republic of Korea believed that such a comprehensive and ubiquitous
“e-trade” system would be helpful to SME manufacturers and suppliers, who might not
have sufficient human resources to handle trade-related transactions.  The “e-trade system”
would  be  a  privately  run  network,  operated  on  a  for-profit  basis  by  KTNET  and  KITA,
but with the support of KCS and the Government.  Figure 3 shows what such system
looks like.  In 2008, the Republic of Korea began operating such a system, called the
“UTradeHub”.
Figure 3.  Single window e-trade model of the Republic of Korea (UTradeHub)
Source: KITA Paperless Trading Centre, 2007.82
(c) National e-Trade Committee
The  process  to  establish  the  e-trade  network  began  in  2003.    To  pursue  this
expanded version of paperless e-trade, the Republic of Korea established the National
e-Trade Committee.  Box 2 lists the public and private agencies that participated in the
National e-Trade Committee.
Box 2.  Participants in the National e-Trade Committee
Chairman:  Prime Minister
Ministers from:
Ministry of Finance and Economy
Ministry of Justice
Ministry of Government Administration and Home Affairs
Ministry of Culture and Tourism
Ministry of Commerce, Industry and Energy
Ministry of Information and Communications
Ministry of Construction and Transportation
Ministry of Maritime Affairs
Ministry of Planning and Budget
Office of the Prime Minister
Minister for Trade (Ministry of Foreign Affairs and Trade)
Commissioner of the Korea Customs Service
From the private sector, the chairmen or presidents of following organizations:
Federation of Korean Industries
Korea Chamber of Commerce and Industry
Korea International Trade Association (KITA)
Korean Federation of Small and Medium Business
Korea Trade and Investment Promotion Agency (KOTRA)
The  Committee,  which  included  both  civilian  and  public  officials  at  the  highest
levels,  provided  a  clear  idea  of  which  elements  needed  to  be  included  in  the  e-trade
network.  Under the leadership of the Committee, KITA established the Korea Paperless
Trade Centre and the Korea e-Trade Facilitation Centre in 2005.  In the e-Trade Facilitation
Centre, six working groups were organized, dealing with platform, law, finance, logistics,
marketing and global (cooperation).  These working groups were able to work out the
details of the e-Trade network, which eventually became the UTradeHub.
In  2004,  KTNET  introduced  the  CTradeWorld  portal  website,  a  precursor  to
UTradeHub (both of which are tied into the KCS customs clearance network).  Through
this site, KTNET offered four e-trade services to firms and customs brokers on a for-fee83
basis:
13  eTradeFrame; eCustomsFrame; eLogisFrame; and eTradeInfo.  The first three
services were designed to foster paperless trading at various stages of international trade:
(a) eTradeFrame, which deals with export- and import-related paperwork – e.g.,
letters  of  credit  (L/C),  purchase  confirmations,  certificate  of  origin,  export
negotiations,  transfers  of  funds,  foreign  exchange  transactions,  export
approvals,  basic  customs  clearance  and  notification  of  arrival  of  shipping
documents;
(b) eCustomsFrame, which deals with customs clearance (e.g., export clearance-
related  work  such  as  export  notification,  notification  of  loading,  import
clearance-related  work  such  as  import  notification  and  notification  of
prices,  calculation  and  receipt  for  taxes,  tariff  duty  drawback  and  various
confirmations).  eCustomsFrame is designed to be used by customs brokers,
although companies familiar with customs clearance can also use the system;
(c) eLogisFrame,
14 which deals with logistical matters related to transportation
providers,  forwarders,  bonded  warehouses  and  transport,  banks,  customs
brokers and quarantine stations.  This system also provides cargo information
through  the  Automated  Manifest  System  for  cargo  headed  to  the  United
States;
The fourth service, eTradeInfo, is designed to provide various types of information
(national statistics, firm-specific information as well as legal and regulatory information) to
clients in real-time.
In order to provide a legal basis for e-trade, the Republic of Korea enacted the
‘e-Trade Facilitation Act’ in 2005.
15  The Act was effectively a revision of the Promotion of
Office  for  Trade Act,  which  was  passed  in  1991.    Kim  (2007)  summarized  the  major
provisions of this Act as follows.
First, the Act defines e-trade, and electronic trade documents.
Second,  the  Act  obligates  the  Minister  of  Commerce,  Industry  and  Energy  to
formulate and introduce measures and policies for facilitating e-trade.  Such measures and
policies must include the formulation of:  (a) a basic direction for e-trade facilitation policies;
(b) measures concerning the establishment and operation of e-trade related infrastructure;
and  (c)  measures  fostering  a  favourable  environment  for  e-trade,  especially  the
establishment of an appropriate communications network for e-trade linking traders with
relevant agencies, and which allows transmission, storage and certification of electronic
documents.  The Act also states that e-trade infrastructure should include the provision of
a Single Window.
13 The fee was set not on a per-transaction basis, but on the amount of information (“bytes“) passing
through or stored within the network.
14 eLogisFrame was introduced in 2001.
15 This legislation was a substantial revision of the “Trade Automation Facilitation Act“, which was
introduced in 1991.84
Third,  the  Act  defines  the  e-trade  infrastructure  operator.
16    The  infrastructure
operator  operates  the  e-trade  platform,  which  is  publicly  owned  and  is  required  to  be
neutral and public-minded.  The Act listed the main responsibility of the operator and the
criteria to be used for selecting the operator.
Fourth, for certain documents (including letters of credit, purchase confirmations,
certificate of origin, letters of guarantee (L/G), delivery orders and certificates of insurance
for cargo), if a trader or trade-related agency decides to submit electronic documents, the
Act stipulates that electronic documents must be filed and submitted using the existing
electronic infrastructure.  Also, these documents must use a standardized format.
Fifth,  the  Act  defines  an  e-trade  service  provider,  lists  the  services  that  such
providers should provide, and the requirements such providers must fulfill to be registered
as e-trade service providers.
Finally,  the  Act  allows  the  Government  to  provide  funds  to  universities  and
government-supported  research  institutions  in  order  to  foster  e-trade  specialists  (Kim,
2007).
The e-Trade Facilitation Act gave legal basis to 10 trade documents in electronic
form.  These include certificate of origin, L/C and local L/C, L/G, delivery order, insurance
policy, import licences, export licence, trade approval and purchase confirmation.  However,
even though the Act provides a legal basis for these electronic documents, many of them,
such as an electronic certificate of origin, are currently not in use.  According to an official
in KITA’s Paperless Trade Centre, in order to use an electronic certificate of origin, trading
countries must mutually agree on the rules and format.  The Republic of Korea is currently
negotiating with Taiwan Province of China on the use of electronic certificates of origin; as
of 2008, no such negotiations were being held elsewhere.
(d) UTradeHub
Following the recommendations and decisions of the National e-Trade Committee,
the  Ministry  of  Commerce,  Industry  and  Energy  authorized  the  construction  of  the
UTradeHub  website  and  electronic  network.    KITA  was  given  the  task  of  building  the
network, which would be run by KTNET on a fee and for-profit basis.  As described in
figure 3, the UTradeHub seeks to use IT for all stages of trade, i.e., negotiations between
firms, financial arrangements and payments, insurance, logistics, inspection and quarantine
as well as customs procedures.  Thus, the network links firms, banks, insurance companies,
transportation companies, customs brokers and government agencies.  Traditional trading
companies as well as new “e-trading companies” also participate in the UTradeHub in
order to find new goods and buyers.  Legally, the UTradeHub system is a privately-run
service, while sharing the public e-trade infrastructure.  For those who do not want to use
the UTradeHub, KCS maintains its EDI network and web-based clearance system.
16 Currently, the only authorized e-trade infrastructure operator is KTNET.85
The UTradeHub network was built with security in mind.  The country’s National
Intelligence  Service  was  involved  in  designing  security  measures  so  that  the  network
would be as hacker-proof as possible.
The UTradeHub came on-line in late July 2008.  Because all services are offered
with a single log-on procedure, all documents and processes for trade, including logistics,
paperwork, quarantine and inspection, finance, insurance and other aspects of customs
procedures are all tied together, and are available to traders and those who require the
documents.  Logistics and paperwork information are available online in real-time, so the
trader  and  other  interested  parties  can  know  exactly  where  they  are  in  the  customs
procedure and can keep track of cargo.  Customs brokers have remarked that their work
has become easier and faster because the documents that they need to inspect and sign
are available instantly on their monitors as soon as the other parties have finished preparing
them.
Currently,  the  UTradeHub  consists  of  five  sub-portals:    (a)  logistics  portal;
(b)  banking  portal;  (c)  marketing  portal;  (d)  customs  clearance  portal;  and  (e)  global
portal.
17  Combined and consolidated access to these five sub-portals is also available
through the over-arching trade portal.
For firms that choose to carry out their own customs clearance work instead of
using a customs broker, the UTradeHub will make their job easier because it advises the
firms on the steps that they must take.  Whenever they complete one step of the customs
clearance and logistics procedure, the software advises them on the next step.  However,
the representatives of KITA and KTNET as well as customs brokers note that while the
UTradeHub will be of great help to firms, it is unlikely that it will replace customs brokers in
the near future, because very specialized legal and regulatory knowledge is still sometimes
needed for customs clearance.  The UTradeHub also acts as official depository of electronic
paperwork.  Copies of all relevant paperwork for transactions that go through CTradeWorld
and the UTradeHub are kept in an isolated server.
18  Because all paperwork is filed and
stored electronically, the Government expects the submission of counterfeit forms to be
eliminated.
Figure 4 gives some indication of how firms may connect with the UTradeHub and
use the network.  Small-sized firms can link up with the UTradeHub via the Internet portal
and  access  the  network.    Through  the  network,  they  can  utilize  e-trade  services  in
marketing, foreign exchange transactions, negotiations with potential buyers and sellers,
logistics, customs procedures and payments.  Single sign-in and customized services are
available through the Internet portal.
17 The global portal links firms in the Republic of Korea with foreign companies so that they can
exchange electronic paperwork.
18 Legally, copies of documents in these servers are treated as original documents.86
Medium-sized firms can install “e-trade user solutions.”  These solutions are similar
to  an  internal  electronic  paperwork  network  for  trade.    The  solutions  can  be  made  to
connect with the UTradeHub through a web-service interface offered by the UTradeHub,
and the trade-related paperwork of the firm can be sent directly to the UTradeHub.
Large firms that already have an internal electronic paperwork system can choose
to become an “e-trade partner.”  In this case, such a firm’s system can be tied directly into
the UTradeHub system to directly share information and keep track of the status of trade
transactions in real time.
5.  Evaluation
As explained above, during the initial days of EDI in the 1990s, KCS limited the use
of EDI/VAN to trusted firms.  It was not until the late 1990s when KCS expanded its EDI to
encompass the Internet that the use of electronic paperwork and e-trade truly took off.
Table 6 and figure 5 show the rapid growth in the use of EDI and the Internet portal site in
the 2000s.  Because VAN/EDI charges fees, while the Internet-based customs clearance
system does not, the Korea Customs Service (2007) has estimated – based on 2005 data
on the numbers of cases filed through the Internet – that traders and customs brokers
saved W 319 million by using the Internet rather than VAN/EDI.
Figure 4.  How firms utilize the UTradeHub



































Table 6.  Annual use of EDI for import cargo clearance, 2001-2006
(‘000 cases)
2001 2002 2003 2004 2005 2006
Entry 6 931 8 286 9 121 10 023 11 498 13 381
Exit 7 353 8 783 9 704 10 698 12 263 14 261
Source: Korea Customs Service, 2007.
Note: Based on entry and exit of cargo to bonded storage areas.
Figure 5.  Internet portal utilization rate for submission of paperwork
(Percentage of total submissions)
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Table 7.  Expected cost savings and economic effects of e-trade
(Won billion)
Categories Amount
Increases in productivity 294.7
Savings in manpower costs 238.1
Savings in paperwork printing costs 5.1
Savings in paperwork delivery (mailing costs) 51.5
Savings in associated expenses 2 107.8
Savings in freight storage costs 1 353.5
Savings in inventory related costs 754.3
Savings due to elimination of 179.8
technology overlapping
investment in information
Total savings 2 582.3
Source: Ministry  of  Knowledge  Economy  (formerly  Ministry  of  Commerce,  Industry  and  Energy),
30 July 2008.
Note: This estimate was made by Hyundai Research Institute on February 2006 on the request of
the Ministry of Commerce, Industry and Energy, and KTNET.88
The introduction of e-trade in the Republic of Korea has lowered costs significantly
for firms in the Republic of Korea.  According to a 2006 estimate by the Hyundai Economic
Research  Institute,  e-trade  and  the  UTradeHub  is  expected  to  save  those  firms
approximately W 2.6 trillion per year.
However,  problems  remain  that  must  be  solved  before  e-trade  can  be  judged
completely  successful.    First,  the  usefulness  of  the  e-trade  system  is  limited  because
foreign counterparts to Korean traders are not using e-trade.  Thus, while the paperwork is
available immediately from firms, the Government and banks in the Republic of Korea,
Korean  entities  often  must  wait  until  the  physical  paperwork  arrives  from  their  foreign
counterparts.   Thus,  customs  brokers  and  traders  alike  advise  the  Government  of  the
Republic of Korea to negotiate actively with trading partners so that they adopt e-trade and
paperless trade.
It is also important that the companies and governments in the countries of those
counterparts  share  compatible  standards  for  e-trade  systems,  and  e-documents  and
certificates.  As stated above, while the Republic of Korea has a legal basis for using
e-certificate of origin, the Government has not yet negotiated the use and the format of
e-certificates of origin with any exporting countries; thus, the e-certificate of origin is not
yet in use.  Because the Asia-Pacific Economic Cooperation group as well as the World
Customs  Organization  and  other  organizations  have  done  much  work  in  adopting
a  standardized  format  for  e-trade,  the  most  serious  problem  may  be  getting  foreign
countries to invest in the required infrastructure to adopt e-trade.
Another challenge for the Republic of Korea is that, while the country has made
major advances in paperless e-trade, the Government believes the country still lags behind
many  advanced  nations  in  the  speed  and  efficiency  of  import  and  export  procedures.
Table 8 lists recent data and rankings for the Republic of Korea in the World Bank’s Doing
Business  indicators  in  import  and  export  procedures.    While  the  Republic  of  Korea  is
ranked near the top and has made continual improvements, it still lags behind the United
States and Japan, which the Republic of Korea considers as benchmark targets.  Figure 6
shows that transport costs for the Republic of Korea are higher, as a percentage of sales,
than for the United States and Japan.  These results may imply that inefficiencies in laws
and  regulations  as  well  as  physical  problems  remain  that  raise  the  logistics  costs  of
Korean traders.  KCS (2007) has stated that it needs to reduce logistics-related costs
further, but in order to achieve that objective additional regulatory reform may be necessary.
C.  Adjustments to an information technology environment
This section looks at how the introduction of IT in cargo clearance and e-trade in
the Republic of Korea has affected companies, including SMEs.  During the first stage,
most SMEs were not directly affected by the introduction of IT in cargo clearance because
most of them did not have direct access to the VAN/EDI network.  Further, most SMEs
preferred using customs brokers for export and import clearance.89
Figure 6.  Transport costs as a percentage of sales for firms in
the Republic of Korea, the United States and Japan
Source: Korea Customs Service, 2007.
Table 8.  Doing business indicators for the Republic of Korea in export
and import procedures
Indicator2006 2007 2008 2009
Documents to export 5 5 4 4
Signatures to export 3 n.a. n.a. n.a.
Time to export (days) 12 12 11 8
Cost to export (US dollars) n.a. 780 745 767
Documents to import 8 8 6 6
Signatures to import 5 n.a. n.a. n.a.
Time to import (days) 12 12 10 8
Cost to import (US dollars) n.a. 1 040 745 747
Rankn.a. 28/175 13/178 12/181
Source: World Bank, Doing Business 2006, 2007 and 2008, and World Bank Doing Business 2009
Country Profiles for Korea downloaded from www.doingbusiness.org.
According to interviews with customs brokers and SMEs, even with the introduction
of  IT,  it  was  not  cost-effective  for  SMEs  to  carry  out  customs  clearance  work  directly
without the assistance of customs brokers.  In many cases, the introduction of IT even
lessened  the  incentives  for  SMEs  to  do  their  own  customs  clearance  work.    With  the
reduced amount of paperwork, there was less need to maintain full-time employees for
filling out customs clearance forms.  Thus, firms hired fewer workers to staff their customs
clearance departments.  Also, while the introduction of IT reduced the time required for
processing  paperwork,  it  did  not  necessarily  reduce  the  legal  and  regulatory  burdens
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technical  and  complex  in  nature.    Further,  while  the  inspection  process  became  more
transparent  and  objective,  some  cargo  still  had  to  be  inspected,  which  required  the
presence of a representative from the firm.
19
Given  these  circumstances,  almost  all  SMEs  found  that  “outsourcing”  cargo
clearance work to customs brokers was more cost-effective, even when firms had access
to  e-customs  or  the  UTradeHub.    Many  industry  representatives  and  customs  brokers
expressed doubts that firms would find it cost-effective to maintain full customs clearance
departments with employees dedicated to customs clearance.  Customs clearance still
requires specialized knowledge due to the technical and arcane nature of customs laws
and regulations.  Problems with tariff classification were often given as examples.  They
argued that personnel involved in customs clearance would need to spend much time and
resources keeping up with changes in the laws and regulations; however, most firms said
there would not be enough work for these employees to be retained on a full-time basis.
Also, according to the interviewees, if SMEs carried out their own customs and
cargo clearance work, they would have to maintain employees at ports where the firms
exported or imported their goods.  However, it was doubtful that there would be enough
work to justify a full-time employee at each port.  By outsourcing the cargo clearance work
to customs brokers, the SMEs can save costs since they do not need to hire personnel, as
well as gain efficiency since customs brokers already have considerable expertise in cargo
clearance and keep pace with changes in laws and regulations.  The interviewees argued
that the incentive to outsource had been strengthened by the introduction of IT in cargo
clearance, which reduced the need for full-time employees devoted to customs clearance
and lowered the cost of customs brokers.
From the customs broker’s point of view, the introduction of IT in cargo clearance
had  considerable  positive  effects  on  efficiency.    The  VAN/EDI  network,  and  later  the
Internet, allowed customs brokers to fill out forms and receive clearances within minutes.
Thus, the customs brokers were able to achieve substantial economies of scale, reducing
the  processing  costs  for  their  customers.    In  the  interviews  carried  out  in  this  study,
customs brokers stated that they handled dozens of cases each day, and the price they
charged for processing one shipment (regardless of the cost or the value of the shipment)
was around US$ 20.  Such low prices would not have been possible without the introduction
of IT in cargo clearance.
Larger firms also use customs brokers.  Most large firms, and even some trading
companies,  have  also  eliminated  or  substantially  reduced  their  customs  and  cargo
clearance divisions.  While some large firms continue to hire experts in customs and cargo
19 According to the Korea Customs Service (2007), in addition to high-risk items about 5 per cent of
cargo is randomly selected for inspection.91
clearance, usually their mandate is to check on the job done by the customs brokers and
to coordinate between domestic and foreign customs brokers.
20
While the companies are not always aware of the fact, e-trade has significantly
reduced the costs and time involved in customs clearance.  Table 8 shows KCS estimates
of clearance times at ports in the Republic of Korea.  Electronic clearance is responsible
for the short time required in the notification to acceptance stage.  Table 9 also shows that,
while  the  process  is  already  very  efficient,  significant  reductions  are  still  taking  place.
However, since most of the time taken in clearance is between port arrival and notification,
and handover to owner, it highlights the need for more efficiency in physical clearance
procedures.
20 For this reason, very few SMEs were willing to be interviewed for this study.  One major reason
was that there was no one in the company who had deep knowledge of customs procedures, because
the  company  personnel  left  all  such  tasks  to  customs  brokers.   Another  reason  was  that,  for  the
companies which do significant amount of their own paperwork, they made the transition to e-trade
systems in the early 2000s, and the people who were most involved in the transition work were no
longer with the company.
21 Some of the interviews are summarized in section D.
Table 9.  Clearance time at ports in the Republic of Korea
(Unit: hours)
Processing Port Acceptance –
Warehouse
Year time arrival –








2004 111.7 12.6 57.8 0.3 17.8 23.2
70.4 41.3
2005 110.2 12.9 57.5 0.3 16.5 23.0
70.4 39.8
2006 101.8 11.6 51.8 0.2 16.0 22.2
63.4 38.4
Source: Korea Customs Service, 2007.
During  the  interviews  with  companies,
21  the  interviewees  remarked  that  they
benefited  from  a  significant  reduction  of  fees  and  savings  of  labour  hours  when  they
switched  to  the  e-trade  system.    SMEs  were  especially  impressed  with  the  savings
associated with opening trade documents such as an L/C, an L/G and purchase certificate.
Reduction of labour costs was significant.  Previously, many man-hours were lost because
employees physically had to go to banks, other firms, customs brokers or insurers and
wait to receive forms.  Also, much time was lost in organizing the forms.  Now there is no92
need  to  wait  since  the  documents  are  sent  through  the  Internet,  and  the  e-trade
programmes organize the forms for the interested parties.
22
Another significant advantage of the e-trade system in the Republic of Korea is that
the parties need to follow only one network and one set of standards.  One interviewee
remarked  that  before  they  used  CTradeWorld  and  KTNET’s  e-trade  services  for  bank
transactions, they had to install and use the banks’ proprietary programmes for online
transactions.  Because the firms typically dealt with more than one bank, and because
every bank used a slightly different programme, there was much difficulty and confusion in
installing and using these programmes as well as in dealing with the banks.  Having one
system  designated  by  law  and  one  set  of  standards  based  on  international  standards
meant that firms and customs brokers had to learn only one standard method of operation,
which, in turn, made the e-trade system easier to use.
In 2006, KCS commissioned a report on how traders, customs brokers, warehouse
operators, transportation service operators, and other “customers” of the KCS felt about
the adoption by KCS of paperless trading and e-trade systems.  As part of the report,
a survey was commissioned asking the customers to rate those aspects of computerization
and automation they liked the most.  The respondents, who included firms, transportation
and  storage  providers,  firms  and  customs  brokers,  reported  that  they  found  VAN/EDI
export clearance system and VAN/EDI import clearance system the most useful, and the
Internet  duty  drawback  system  and  the  single  window  system  the  least  useful  (Korea
Customs Service, 2007).  More details are given in box 4.
22 In interviews with traders and KTNET, the interviewees emphasized the savings from letters of
credit and letters of guarantee the most.  One reason for such emphasis may be that traders often
leave much of the actual customs clearance processing to customs brokers.  It was found that some
firms did not have a clear idea of what the customs clearance process involves.  The issuance of
letters of credit and letters of guarantee is one of the tasks that firms have to carry out on their own
without assistance from customs brokers.
Box 4.  Korea Customs Service customer satisfaction survey
The 2006 survey asked KCS “customers” to rate those aspects of computerization
and automation that they liked the most.  Table 10 lists the results for all 95 customers
surveyed, particularly firms and customs brokers.  The respondents comprised 35 customs
brokers, 8 firms (traders), 30 bonded warehouse operators, 5 bonded transport operators,
4 forwarders, and 13 airlines and shipping companies.  Grading was done according to
a seven-point scale, with higher points signifying greater satisfaction.  In general, there was
satisfaction across all areas, with most areas scoring in the high 4s and 5s.
While the number of firms surveyed may be too small to give reliable results, the
results that they have provided are suggestive.  Firms, which included SMEs and large
companies, were particularly impressed with the improved customer service as well as the
improvements in organizational and cultural factors that resulted from the computerization
and automation of customs administration.93
Table 10.  Survey results on the effects of computerization/automation






Number of respondents 95 8 35
Customer service 4.86 5.70 4.44
(1.86) (1.13) (2.08)
Service quality improvement 5.01 6.13 4.57
(1.86) (0.83) (2.10)
Increased customer satisfaction 5.02 6.00 4.69
(1.79) (0.76) (2.04)
Provision of customized service 4.82 5.13 4.31
(1.87) (1.73) (2.08)
Reduction in customer request 4.72 5.75 4.20
for improved service (1.87) (1.04) (2.07)
Reduction of inferior service 4.75 5.50 4.43
(1.91) (1.31) (2.12)
Cost reduction 4.58 4.85 4.45
(1.90) (1.78) (2.12)
Reduction in administrative 4.82 4.88 4.77
costs (1.90) (1.81) (2.00)
Reduction in inventory and 4.59 4.50 4.43
inventory costs (1.89) (1.77) (2.10)
Reduction in labour costs 4.42 5.38 4.31
(1.87) (1.41) (2.23)
Reduction in information 4.50 4.63 4.31
system costs (1.93) (2.13) (2.15)
Increases in efficiency 4.90 5.42 4.58
(1.90) (1.44) (2.08)
Reduction in time spent on 4.72 5.63 4.20
responding to customer (2.02) (1.19) (2.22)
requests and complaints
Increase in timely provision 5.07 5.00 4.77
of services (1.80) (1.93) (2.04)
Reduction in time required for 5.08 5.63 4.74
administration (1.92) (1.19) (2.06)
Increased possibility for 4.92 5.00 4.57
correcting administrative errors (1.87) (1.85) (2.08)
Reduction in administrative 4.79 5.75 4.57
errors (1.84) (1.04) (2.00)
Reduction in time required for 4.83 5.50 4.60
consultation and decision-making (1.89) (1.41) (2.05)94
Organization and cultural 4.76 5.65 4.53
 factors (1.82) (1.24) (2.07)
Improved image and customer 4.83 5.50 4.63
satisfaction of firm (1.83) (1.41) (2.02)
Improved cooperation among 4.66 5.38 4.43
personnel and departments (1.78) (1.30) (2.00)
Creating innovative environment 4.78 5.63 4.66
within firm (1.78) (1.51) (2.18)
Improved employee satisfaction 4.74 5.88 4.46
within company (1.85) (1.13) (2.08)
Improved capacity for responding 4.80 5.88 4.46
to changes (1.84) (0.83) (2.09)
Source: KCS, 2006 (tables 4-7, 4-9 and 4-11).
*
 Respondents in the “firms” category include one respondent who worked for a company
with less than 50 employees (small enterprise), two for firms with 50-100 employees
(medium-sized enterprise), two for firms with 300-500 employees, and one for a firm
with more than 500 employees. Three of the eight respondents worked in the area of
export clearance, and five worked in the area of import clearance.
In the same report, the researchers asked various parties which parts of the e-trade
system they found most useful.  Customs brokers reported that they found the VAN/EDI
export clearance system and the VAN/EDI import clearance system the most useful, while
they  found  the  Internet  duty  drawback  system  and  the  single  window  system  the  least
useful (Korea Customs Service, 2006).
Because of the low number of respondents, the results for firms are not conclusive.
However,  the  Internet  EDI  duty  drawback  system  and  the  single  window  received  low
marks (Korea Customs Service, 2006).  It should be noted that while the firms rated the
single window relatively low compared to other systems, KCS (2007) estimates that based
on 2005 data on the number of submissions, the single window saved firms and government
agencies 1.25 million man-hours in 2005.
It  is  not  clear  why  the  results  for  the  single  window  were  so  low,  but  it  may  be
because firms did not use the single window as much as other customers.  It may also be
because the single window is used only once during a trade transaction when the forms are
submitted, while other systems are used more often.  For example, the cargo system is
often  used  to  keep  track  of  the  location  of  cargo  a  well  as  the  stage  of  the  clearance
process that cargo is currently going through.  Also, in the interviews with SMEs, it was
often found that one person was not responsible for all the steps involved in cargo clearance.
Thus, because of the limited area of responsibility, one respondent may have a different
view on the usefulness of certain systems compared to that of another respondent, even if







D.  Case studies of traders
This section summarizes some of the interviews with traders and customs brokers,
which  were  carried  out  as  part  of  this  study.    It  also  summarizes  the  experiences  of
companies in their adoption of e-trade, as reported in newspaper articles.
1.  Cowon Systems Inc., 2008
Cowon Systems, established in 1995, is a producer of multimedia software and
hardware,  globally  known  for  its  “Jet Audio”  integrated  multimedia  software.    In  2000,
Cowon entered the MP3 player (hardware) market; in addition to MP3 players, the company
currently  produces  portable  media  players  (PMPs),  automobile  navigation  devices  and
other portable devices.  Cowon also provides various software contents and it has entered
the online game market.  It boasts considerable technical expertise in the digital media
field,  and  since  its  establishment  in  1995,  has  never  posted  a  loss.
23   As  of  2007,  it
employed 122 workers (qualifying it as a SME under the laws of the Republic of Korea).
The company’s capital was W 33.3 billion and its annual revenue was W 95.4 billion.
24
Cowon uses the e-trade system of the Republic of Korea to apply for and receive
L/C and L/G.  Because Cowon Systems receives parts and components from sources all
over  the  world,  it  is  important  that  these  components  arrive  quickly  and  promptly.    In
addition, because Cowon works with many suppliers, it deals with virtually all major banks
in the Republic of Korea.
Before the current electronic L/C and L/G filing system was introduced, Cowon
used  electronic  methods  for  bank  transactions,  but  each  bank  had  its  own  proprietary
programme, each of which was incompatible with those of the other banks.  Thus, Cowon
had to deal with the idiosyncrasies of each programme.  In addition, because hardcopy
forms were required by the Government and banks, paper forms had to be delivered to the
banks physically in order to apply for L/C and L/G.  As a result, considerable costs were
incurred for express mail and carrier services, and much time was wasted in delivery and
waiting at banks.
With the current system, Cowon now only needs to deal with one software package,
and many of the required supporting documents are now available through the network in
electronic form.  Thus, these forms no longer need to be correlated and attached physically
to the application.  Rather, they are available to the bank officer and Cowon officials at
a keystroke.  The time required for approval has been drastically reduced.  Once the L/C
and L/G applications are sent through the electronic network, it is not unusual for Cowon
to  receive  the  L/C  and  L/G  within  10  minutes.    While  the  time  saved  has  not  been
estimated, Cowon Systems believes that the savings have been considerable.  In addition,
23 Introductory  material  on  Cowon  Systems  provided  by  the  interviewee  and  the  website  at
www.cowon.net (Korean language).
24 Financial and employee information from Cowon Systems website at www.cowon.net/ir/ir_finance_
result.php and www.cowon.net/ir/ir_notice_public.php (Korean language).96
the  fees  for  the  L/G  and  L/C  applications  have  fallen  considerably,  from  W  25,000-
W 30,000 to only W 8,000.
Cowon has expressed considerable satisfaction with the electronic system for L/C
and L/G applications.  However, while such applications for air cargo are currently carried
out entirely through the UTradeHub, for sea cargo some of the required paperwork from
foreign firms is still submitted in hardcopy, and is not available through the UTradeHub.  As
a result, L/C and L/G applications in these cases must be partially processed outside the
UTradeHub, reducing efficiency and increasing the time required for customs clearance.
Cowon also uses the e-trade system for other aspects of importing.  Although the
interviewee was reluctant to go into specific details because of unfamiliarity with the tasks
of  other  departments,  it  was  reported  that  Cowon  was  very  satisfied  with  the  e-trade
system  in  the  other  areas  as  well,  since  the  e-trade  system  made  the  job  of  Cowon
employees and the Cowon customs broker easier.
2.  Woory Industrial Company, 2008
Woory Industrial Company (Woory) is an automobile parts manufacturer established
in  1989.    Its  main  products  include  controllers  for  heating  and  air-conditioning  in
automobiles,  heater  control  assembly,  clutch  coil  assembly,  fuel  sender  assembly  and
other automobile parts assembly.  Woory sells much of its output to Halla Climate Control
and Delphi, and is seeking to expand its operation by exporting its products on an OEM
basis.  Woory’s annual revenue is around W 100 billion (US$ 100 million), and the company
has 400 permanent employees.
Woory  has  used  elements  of  e-trade  and  EDI  for  seven  years,  resulting  in
substantial cost and time savings through the reduced need for physically visiting various
agencies and banks, as well as by taking advantage of streamlined paperwork procedures.
Woory,  which  uses  CTradeWorld  to  open  and  amend  L/C  and  L/G,  and  to  confirm
purchases, is in process of adopting its operations to use the UTradeHub.
According to Woory, before it began using EDI in 2002, the cost of opening an L/C
was W 50,000 and it typically took two man-hours to process it.  After using EDI, the cost
was reduced to W 15,000 and 10 minutes for processing.  Woory has estimated that by
adopting EDI, its monthly cost of opening an L/C has fallen from W 750,000 to W 225,000.
The cost of opening an L/G has also fallen, although Woory does not have pre-EDI data.
Woory’s  current  cost  of  opening  an  L/G  using  EDI  is  W  10,000  and  10  minutes  per
opening.
In the case of issuing a purchase confirmation, prior to using EDI the cost for each
confirmation  was  W  30,000  and  two  hours  for  processing.   After  using  EDI,  the  cost
dropped sharply to W 4,000 won and 10 minutes per confirmation.  Woory has estimated
that its pre-EDI monthly cost for issuing purchase confirmations amounted to W 1.2 million
while the post-EDI monthly cost has fallen to W 160,000.  Woory is very satisfied with how
the e-trade system has helped and the company is in the process of expanding the use of97
e-trade, as it is incorporating the UTradeHub into its operations in order to expand the use
of e-trade beyond the issuance of L/C and L/G, and the confirmation of purchases.
3.  Customs brokers and SMEs
As stated above, despite the introduction of IT in cargo clearance together with the
various regulatory and procedural reforms, customs brokers still do the bulk of customs
clearance-related paperwork.  In interviews with the representatives of the Korea Customs
Broker Association and several individual customs brokers,
25 it was found that customs
brokers process about 98 per cent of import shipments, and 93 per cent of export shipments
(by number of cases).  The Republic of Korea does not require the use of customs brokers
for cargo processing and paperwork.  However, most firms, both large and small, find it
more  efficient  and  cost-effective  to  use  such  services,  not  only  for  clearance  work  in
foreign  countries,  but  also  for  clearance  work  in  the  Republic  of  Korea.    Filing  export
clearances or import clearances is inexpensive.  Routine import clearance processing only
costs W 20,000 (approximately US$ 20).  Only a limited number of large firms do cargo
clearance-related paperwork in-house.
While formal statistics were not kept, the interviewees stated that for most customs
brokers, SMEs constituted a major portion of their business.  One broker stated that he
had about 400 clients in a wide variety of industries, of which about 60-70 per cent were
SMEs.  Another broker stated that SMEs accounted for about 80 per cent of his clients.
They stated that these figures were the norm for most customs brokers.
According to the customs brokers, the extensive use of brokers can be seen as
a form of outsourcing.  While reforms and introduction of IT allow processing paperwork
for export or import clearance within mere minutes, it is very difficult for a firm to have
a staff member work part-time on such processing since this sometimes requires specialized
knowledge  about  trade  laws  and  regulations.
26    Further,  every  once  in  a  while,
a representative from the company must travel to the port when KCS or other government
agencies  decide  to  inspect  a  shipment,  or  to  government  offices  when  there  is  an
irregularity.  However, normally there is not enough work in these areas to justify hiring
full-time employees specifically for that purpose.  Thus, for most companies, outsourcing
their  customs  clearance  work  to  customs  brokers  is  a  convenient  solution.    Another
consideration  may  be  the  legal  responsibility  related  to  customs  clearance.    Firms,
especially  SMEs,  may  not  want  to  take  legal  responsibility  for  errors  in  paperwork  or
improper procedures; using customs brokers allows the firms to shift the blame to the
brokers or, at the very least, to share the blame.
Because customs brokers carry out processing work for hundreds of companies,
they  can  achieve  an  economy  of  scale,  since  most  transactions  are  routine  and
standardized.    Since  brokers  deal  with  hundreds  of  clients,  they  can  afford  to  have
25 The interviews were carried out between January and March 2008 as background research for Im
and Yang, 2008.
26 The need for firms to be aware of complex laws and regulations may point out the need for more
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representatives in all major ports and airports where goods may arrive and leave.  Thus,
most of the processing of customs procedures is left to customs brokers.
In a phone interview in January 2008.  A representative of the Korea Federation of
Textile Industries supported the statements by the customs brokers.  Most members of the
Korea  Federation  of  Textile  Industries  are  SMEs  and,  according  to  the  representative,
these firms do not have the resources or capacity to carry out cargo clearance in-house
and thus depend on customs brokers.  In addition, few SMEs appear to have employees
who are knowledgeable about customs procedures.  Most SMEs therefore simply do not
bother with customs procedures, leaving it up to the brokers.
However, it would be a mistake to conclude that the Republic of Korea’s efforts to
reform its customs clearance procedures and introduce IT in cargo clearance have been of
no use to SMEs.  These reforms have helped to reduce the prices charged by the customs
brokers and have made the process more transparent, so that bribery or errors have been
substantially reduced.  In fact, the SMEs’ ignorance of customs procedures may be an
indication  of  the  actual  success  of  the  reforms,  since  customs  procedures  no  longer
represent a significant hassle for most of those businesses.
One broker described how the adoption of EDI and e-trade had sped up customs
clearance for his clients:  “Since we could not visit customs offices for each and every
transaction, we used to gather up the paperwork and visit the offices once a day at 3
o’clock.  At that time, customs had to examine and approve each transaction, so processing
paperwork would take all day or even two days.”  This broker also stated that while EDI
costs were only around W 300,000 per month, it did the work of 20 to 30 employees.
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In addition, the brokers said there was little difference in the amount of paperwork
required for cargoes of SMEs versus cargoes of large companies, or expensive cargoes
versus more inexpensive cargoes.
4.  Other examples
When  various  components  of  e-trade  were  first  introduced,  KTNET  distributed
testimonials from its users, and the press and mass media in the Republic of Korea often
ran introductions and stories about the use of e-trade by individual businesses.  Some of
those stories are given below.
(a) Korea Exchange Bank
Korea Exchange Bank (KEB) is a major commercial bank in the Republic of Korea.
As of August 2005, 3,100 firms were using KEB’s foreign exchange EDI system to carry
out foreign exchange transactions related to trade.  KEB joined the KTNET EDI project at
its conception and trial from 1993, and has invested billions of won to build the electronic
infrastructure  for  processing  these  electronic  transactions.    As  of  October  2006,  KEB
27 Electronic  Times  (Korea),  9  November  2006  (Korean  language).    Available  at  the  website
www.etnews.co.kr/news/print.htmlid=200611080131.99
estimated that some 60 per cent of all foreign exchange transactions that passed through
KEB were done electronically.
Firms have benefited because, in the past, they had to apply for and receive at
least four or five documents such as an L/C, certificate of origin, invoice, packing list and
a Bill of Lading (B/L).  When a bank received an L/C from abroad, a bank representative
had to phone the firm, and an employee from the firm had to go in person to the bank to
pick up the form.  Such running around is no longer necessary.  EDI has resulted in lower
fees, from about W 20,000 to less than W 10,000.  In fact, not just firms enjoyed the
benefits.    KEB  no  longer  has  to  print  out  paper  forms  for  the  more  than  400  trade
transactions that they process daily, and the bank employees no longer have to physically
examine and process the paperwork.  KEB estimates that before the use of EDI, more
than 600 employees were dedicated solely to processing trade-related paperwork, whereas
now no more than one person per branch is required.
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(b) Pantos Logistics
Pantos Logistics (Pantos) is a logistics firm that provides:  (a) brokerage for air, sea
and container freight; (b) bonded transportation; (c) customs clearance; (d) warehousing;
and (e) consulting services.  It processed 550,000 FEU
29 containers in sea cargo alone in
2005.  Pantos has used KTNET’s EDI logistic tools and network since 1997.  The company
has  invested  more  than  W  2  billion  in  e-trade  and  EDI-related  infrastructure,  and  its
payments for EDI-related services amount to more than W 30 million annually.  However,
Pantos believes that the value of the benefits is many times greater than the costs.  More
than 100 types of forms are filled out electronically by Pantos.
All  repetitive  tasks  that  were  once  handled  by  employees  are  now  handled
automatically.  Before using EDI, a B/L had to be typed individually, and one employee
could not handle more than 600 cases a month.  Once EDI was introduced, the manpower
could be diverted to more useful tasks.  The introduction of EDI has made Pantos more
competitive as a freight forwarder.  Before the introduction of EDI, Pantos could not issue
delivery orders, and a B/L issued by Pantos was not accepted for claims.  However, with
the  introduction  of  EDI,  Pantos  can  keep  track  of  all  freight  under  its  charge,  raising
transparency and confidence.  EDI has allowed Pantos to reach beyond logistics into tasks
dealing with customs clearance and negotiations.
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(c) Daewoo Electronics
Daewoo  Electronics  has  used  the  KTNET  EDI  service  for  foreign  exchange
transactions, customs clearance and logistics since 1996.  As with other companies, EDI
28 Electronic  Times  (Korea),  12  October  2006  (Korean  language).    Available  at  the  website
www.etnews.co.kr/news/print.html?id=200610110135.
29 Forty-foot equivalent unit.
30 Electronic  Times  (Korea),  12  October  2006  (Korean  language).    Available  at  the  website
www.etnews.co.kr/news/print.html?id=200610180123.100
has saved Daewoo Electronics a considerable number of man-hours by eliminating the
time required to print the actual paperwork as well as the time spent in commuting and
waiting.  Daewoo Electronics files more than 40 types of forms electronically.
Although the company’s EDI costs have reached W 80 million, it believes that the
benefits  substantially  outweigh  the  costs.   The  time  taken  for  a  single  transaction  has
fallen from 22 minutes to 6 minutes, resulting in savings of W 75 million in man-power
alone.    Before  EDI,  in  2000,  the  foreign  exchange  department  of  Daewoo  Electronics
required 21 employees.  In 2006, only eight employees were required.  The number of
employees in the logistics department fell from 60 to 35 in the same period.  Total cost
savings from EDI are estimated to be nearly W 1 billion.  In 2006, Daewoo Electronics was
in the process of transferring its internal IT infrastructure to XML/EDI format in order to
improve compatibility with other external systems.
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E.  Impact on SMEs:  Conclusion and recommendations
This section attempts to draw some conclusions and recommendations based on
the  experience  of  the  Republic  of  Korea.    Box  5  lists  the  factors  that  KITA  believes
contributed significantly to building an efficient and successful e-trade system.  Emphasis
is  placed  on  establishing  an  appropriate  legal  framework,  strong  leadership  by  the
Government,  partnership  and  extensive  discussion  between  government  agencies  and
businesses,  a  sufficient  budget,  use  of  international  standards  and  the  use  of  a  user-
friendly system.
While the points listed in box 5 are important, the success factors appear to be
drawn  from  the  perspective  of  the  Government  and  the  service  providers,  and  they
underestimate  the  need  for  streamlining  and  overhauling  the  existing  trade  laws  and
regulations.  With these points in mind, the following recommendations are proposed.
1.  Adopting IT to cargo clearance must be a part of a comprehensive
customs procedure reform
Gains  from  technology  will  be  limited  if  the  number  of  forms  or  the  number  of
required procedures are still large.  In such a situation, while clearance may be slightly
faster, firms and brokers will still be faced with unnecessary forms and procedures.  Legal
and  regulatory  reviews  as  well  as  audits  of  physical  procedures  are  necessary
complementary tools to IT and e-trade.  In addition, some firms have remarked that one of
the reasons many businesses prefer to outsource customs clearance to brokers is that
some of the existing laws and regulations, such as tariff classifications, are too technical.
Such opinions appear to imply that the Republic of Korea needs to review and reform
additional areas of cargo clearance.
31 Electronic  Times  (Korea),  2  November  2006  (Korean  language).    Available  at  the  website
www.etnews.co.kr/news/print.html?id=200611010127.101
2.  A legal framework must provide a basis for adoption
of IT and e-trade
In the Republic of Korea, the introduction of some elements of e-trade was delayed
because the law did not provide a legal basis for some of the services provided by e-trade.
For example, before the E-Trade Facilitation Act gave legal status to electronic documents,
and before Electronic Certification Law defined what was meant by “original documents”
for  e-trade,  the  uses  of  electronic  documents  were  limited.    A  legal  framework  must
accompany the adoption of technology.
3.  A single network and single standard may be more
useful than variety
Some observers may be wary of establishing a single network and single format for
e-trade, arguing that it may reduce efficiencies from competition among different networks
and different formats.  However, interviews with Korean firms and brokers indicated that
having one single e-trade service provider and one single network had made the adoption
of e-trade easier by establishing a common format as there was no need to learn several
different procedures and formats.
Box 5.  Critical success factors according to the KITA Korea Paperless
Trading Centre
In establishing an efficient and successful e-trade system in the Republic of Korea, the
following factors were critical:
– An appropriate legal framework
– Strong leadership by the Government
– Public and private cooperation – covering not only B2B but B2G, G2G
– An adequate budget
– IT infrastructure (network, hardware and software)
– Adopting international standards and trends
– A user-friendly system (easy and simple to use, and an intuitive interface)
• (e.g., MyTrade at UTradeHub)
– Adoption of state-of-the-art technology
• Business process management
• A trusted platform of reinforced security technology
• Supporting industry SCM with global visibility and radio frequency identification.
Source: Korea International Trade Association, 2007.102
4.  Keep it simple
Computer  programmers  often  cite  the  KISS  (“Keep  it  simple,  stupid”)  principle
when writing programmes and designing user interfaces.  This principle also seems to be
useful for e-trade platforms.  For example, the WYSIWYG design for electronic documents
and  screen  format,  which  made  electronic  documents  look  the  same  as  the  paper
documents,  appears  to  have  adjusted  to  paperless  trade  and  e-trade  much  easier  for
traders, brokers and other agencies.
5.  E-trade system and paperless trade system is meant
to be used extensively
As explained in section C, initially KCS limited the use of EDI/VAN, fearing that the
use of a paperless trade system would increase illegal transactions.  It is not surprising
then, that the percentage of transactions that went through EDI remained low.  The true
adoption of paperless trade and e-trade did not occur until KCS allowed more firms to use
EDI and opened up the system through the Internet.  The ultimate goal of the e-trade
system  is  to  reduce  costs  for  traders;  however,  any  such  reduction  will  remain  low  if
traders are not allowed to use the e-trade system.  This is especially important to SMEs
since they are likely to be the firms who are denied access to the e-trade system.
6.  Trust must be built between SMEs and government agencies
The Government may limit the use of the e-trade network to traders who, it feels,
are  not  trustworthy.    Thus,  to  facilitate  the  use  of  the  e-trade  system,  trust  must  be
established  and  strengthened  between  traders  and  government  agencies.    However,
because  of  the  inherent  weaknesses  of  SMEs  such  as  more  frequent  turnover,  lower
capital and a lack of good record-keeping, many SMEs may not have a comprehensive or
good past record.  Due to such problems, government agencies tend to trust SMEs less
than larger firms.  In the past, when deciding whether a firm was qualified to use the
e-trade system, its size and the amount of its capital were among the prerequisites taken
into consideration.  Thus, to enable SMEs to use the e-trade system fully, the Government
and SMEs must build trust, to ensure that the ability to use the e-trade system and take
advantage of facilitated trade requirements will depend only on the actual records and
performance of such firms, rather than on preconceived notions of customs authorities.
7.  Usefulness of e-trade will increase exponentially when
more countries join
When asked about how the current e-trade system in the Republic of Korea can
improve, the interviewees from both the private sector and the public sector pointed out
that there was an urgent need to get more foreign partners to use e-trade.  Even if all
domestic transactions can be carried out online, when approval requires paperwork from
abroad, domestic traders and agencies must wait for the physical documents to arrive.
This requirement reduces the speed of trade-related transactions significantly.103
The  internationalization  of  e-trade  requires  countries  to  coordinate  and  use
standardized procedures and formats for hardware, software and documents as well as
electronic  certification  and  legal  interpretation  of  documents.    Many  international  and
regional organizations, such as Asia-Pacific Economic Cooperation, the World Customs
Organization and the United Nations, have made significant contributions to establishing
international  standards  and  internationally  common  procedures.    However,  much  work
remains to be done.  In addition, there is a need for financial assistance to build capacity
and infrastructure for e-trade in the developing countries.104
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V.  THE IMPACT OF INFORMATION TECHONOLOVY IN
TRADE FACILITATION ON SMALL AND MEDIUM-SIZED
ENTERPRISES IN BANGLADESH
By Syed Saifuddin Hossain, Uttam Deb and Muhammed Al Amin
Introduction
In Bangladesh, SMEs
1 are very important players in the economy.  About 90 per
cent of all industrial units in Bangladesh are SMEs, which generate some 25 per cent of
the gross domestic product (GDP), employ about 31 million people and provide 75 per
cent  of  household  income.    There  is  no  denying  that  SMEs  act  as  the  driver  of  the
economy and are very important for national economic and social development.  They
serve as employers creating new jobs and providers of products for daily needs.  They
also act as stewards over employees and the community.  However, SMEs in developing
and least developed countries face considerable barriers in running their businesses and
are  often  constrained  financially  and  technologically.    This  includes  inadequate  and/or
complex  sets  of  policies  by  the  respective  governments.    Such  impediments  largely
contribute to the under-involvement of SMEs in international markets.  This is where the
nature and extent of SME participation in the global trading system needs to be highlighted.
Trade facilitation is thus a crucial factor in providing SMEs with access to global markets.
Trade facilitation is a diversified concept and incorporates a wide range of issues
related  to  regulating  and  conducting  international  trade,  including  supply-chain
management.  The study presented in this chapter focuses specifically on one particular
aspect of trade facilitation in the context of Bangladesh, i.e., the impact of information
technology  in  trade  facilitation  on  SMEs.    It  is  therefore  hoped  that  the  policy
recommendations proposed by this study will be useful in furthering the cause of SME
internationalization in Bangladesh.
Following a literature review, section A considers the issues and concerns related
to SME participation in the economic development of Bangladesh.  Section B discusses
the evolution in the use of IT in trade facilitation in Bangladesh.  Section C presents an
overview of the Chittagong Customs House (CCH) automation procedure.  An analysis of
the survey findings with regard to SME internationalization in Bangladesh is presented in
section D.  Based on the discussions and analyses presented in these sections, a set of
policy recommendations and concluding remarks are proposed in section E.
Both  primary  and  secondary  methods  of  data  collection  were  used  during  the
study.  The primary method included a questionnaire-based survey of primary stakeholders
in the private sector, which was conducted from 2 to 11 November 2008.  The survey
1 The definition of SMEs in Bangladesh used for this study is the one provided by the Bangladesh
Bank in May, 2008 (annex table 1)106
respondents  included  customs  agents  and  representatives  from  the  SME  sector.    In
addition, interviews and focus-group discussions were conducted to elicit wider views on
the  focus  of  the  study.    Information  was  also  collected  from  operators  of  the  relevant
automation system with regard to access and use of IT as well as other measures in
place, to ensure that they did not unnecessarily (directly or indirectly) discriminate against
particular groups of traders (e.g., SMEs).
The secondary data collection method focused on an extensive literature review
covering, among other aspects, relevant national-level studies and reports.  Websites of
relevant organizations were examined analytically.  In addition, newspapers, conference
proceedings,  working  papers  and  other  sources  of  information  were  also  explored  in
depth.
With regard to analysing the state of trade facilitation in Bangladesh and the cost
implications for implementation of various trade facilitation measures, while Bhattacharya
and Hossain (2006) reported that the complex nature of documentation, the lengthy time
taken in releasing and clearing goods from ports, and corruption among customs personnel
were the major hurdles in operating a business in Bangladesh.  The study further showed
that a lack of automated customs procedures was a major impediment to the business
community in the context of trading across borders.
In  this  context,  Prasad  (2007)  mentioned  that  trade  facilitation  initiatives  had
significant positive impacts on the private sector by increasing the volume of its exports
and  imports  as  well  as  through  helping  exporters  find  new  markets.    In  addition,  the
Organisation  for  Economic  Co-operation  and  Development  (OECD)  (2005a)  noted  that
improved and simplified customs procedures had resulted in a significant positive impact
on trade flows.  Similar concerns for export-oriented industries, particularly SMEs, were
raised  by Ahmed  (2002)  and  Hossain  (1998).    In  addition,  SMEs  in  Bangladesh  have
received disproportionately smaller support from the Government in terms of policy and
fiscal incentives, although there have been improvements in the sanctioning and other
administrative procedures affecting development of SMEs (Hossain, 1998).
A global survey on “Removing barriers to SME access to international markets” by
OECD/Asia-Pacific Economic Cooperation (APEC) identified a range of barriers that were
detrimental to the access by SMEs to international markets.  Based on the survey results,
Lester and Terry (2008) summarized four barriers that were the most serious impediments
to SME access to international markets:  (a) a shortage of working capital for financing
exports; (b) identifying foreign business opportunities; (c) limited availability of information
related  to  locating/analysing  markets;  and  (d)  inability  to  contact  potential  overseas
customers.
Wilson (2007) estimated that all countries could benefit from more efficient customs
and administrative procedures, with the greatest benefits accruing to those countries with
the  least  efficient  customs  and  administrative  procedures.    Wilson,  Mann  and  Otsuki
(2004)  found  a  significant  positive  relationship  between  trade  flow  and  port  efficiency,
customs  environment,  regulatory  environment  and  service  sector  infrastructure.    They
estimated that global trade in manufactured goods could gain as much as US$ 377 billion107
from  improvements  in  trade  facilitation  measures.    Similarly,  OECD  (2003)  found  that
a 1 per cent reduction in trade transaction costs for goods trade would bring annual gains
of about US$ 40 billion on a global basis.  Most of these gains would benefit developing
countries in relative terms.  Duval (2006) also concluded that the long-term benefits of
trade facilitation would greatly exceed the perceived implementation costs for all measures
considered.
Schware and Kimberley (1995) focused on worldwide experience and identification
of  factors  that  make  way  for  trade  facilitation  through  the  successful  application  of  IT.
Their  study  found  that  accessible  information  and  communication  technology  could
significantly improve trade performance.  However, this technology must be accompanied
by simplification of documentation, re-engineering of procedures, appropriate training and
availability  of  local  expertise,  and  a  reliable  and  cost-effective  communications
infrastructure.  Duval (2006) stated a similar opinion when emphasizing the establishment
of an IT-based single window system and a modern risk-management system for ensuring
higher gains from trade facilitation.
A.  SMEs in Bangladesh:  An overview of the current situation
The  Government  of  Bangladesh  established  a  National  Taskforce  on  SME
Development in 2003 with a mandate to draw up a realistic strategy for promoting rapid
growth and vigorous competitiveness among SMEs in Bangladesh aimed at accelerating
economic growth and reducing poverty in the country.  One of the major recommendations
of the taskforce was to establish an SME Foundation as a pivotal platform for the delivery
of  all  planning,  developmental  financing,  awareness-raising,  evaluation  and  advocacy
services in the SME sector (Ministry of Industries, 2005).  Accordingly, the SME Foundation
was  launched  in  July  2007.    The  institution  has  recently  become  a  member  of  the
International Network for SMEs.
Integration into the global economy and the relatively fast pace of trade liberalization
has posed some new challenges for the Bangladesh economy, particularly among SMEs.
These firms face tough competition in the domestic market because of competition from
imported goods.  They also face difficulties in exporting because of weaknesses in attaining
the high quality standards set by importing countries as well as compliance with sanitary
and phytosanitary requirements.
One of the major constraints in the context of SME development in Bangladesh is
the failure of such businesses to connect with the global market.  It should be noted that
even the “dollar shop” market in the United States is worth about US$ 40 billion annually,
about 60 per cent of which is currently accounted for by imports from China.  Bangladesh’s
failure to exploit these formidable global market opportunities underscores the weak trade
facilitation measures that inhibit the growth, functioning and export potential of SMEs.
Successive Governments in Bangladesh have indeed taken some trade facilitation-
related measures that were expected to benefit SMEs.  Studies on trade facilitation (Cai
and Geddes, 2003, and Bhattacharya and Hossain, 2006) have identified several areas108
where major improvements are required in this context.  However, it is known that SMEs
have inherent problems, and general trade facilitation measures often do not cater to their
particular needs.  While some trade facilitation measures have indeed helped reduce the
time required for customs clearance at the ports, SMEs continue to suffer when they try to
access the global market.  Studies by Ahmed (2001), the Bangladesh Enterprise Institute
(2004) and Moazzem (2006) identified some major impediments inhibiting the development
of  the  SME  sector  in  Bangladesh,  including:    (a)  inadequate  investment;  (b)  a  lack  of
access to appropriate technology; (c) inability to gain access to supplies of required raw
materials;  (d)  protected  customs  clearance;  (e)  a  lack  of  financial  facilitation  and
infrastructural facilities; and (f) a lack of skills upgrading.  Given the SME sector scenario,
designing trade facilitation measures has become an issue of heightened urgency in the
Bangladesh context.
It should be noted that Bangladesh is a member of a number of Regional Trade
Agreements (RTAs) such as the South Asian Free Trade Area (SAFTA), the Bay of Bengal
Initiative for Multi-Sectoral Technical and Economic Cooperation and the Asia-Pacific Trade
Agreement, which provide markets for many products.  However, Bangladesh SMEs have
not yet been able to enter those markets to a significant degree.
1.  Contribution by SMEs to the Bangladesh economy
In  recent  years,  Bangladesh  has  been  making  every  possible  effort,  at  an
increasingly fast pace, to become integrated with the global economy.  This has been
mainly  underwritten  by  trade  reforms  implemented  in  the  recent  past.    Currently,  the
economy of Bangladesh is relatively more trade dependent compared to its aid dependence
during the 1980s.  Trade-related activities contribute a substantial amount to the overall
economic  performance  of  the  country.   As  figure  1  shows,  the  value  of  exports  from
Bangladesh  was  more  than  US$  14  billion  in  2007/08,  which  represents  a  remarkable
growth of 720 per cent when compared with that of 1990/91.  The corresponding growth
figures for imports and total trade were 482.3 per cent and 561 per cent, respectively.  This
clearly shows Bangladesh’s degree of openness,
2 which currently stands at 43.4 per cent.
Although SMEs constitute more than 90 per cent of all industrial units in Bangladesh,
any viable quantitative assessment with regard to their share in the country’s economy is
significantly  hindered  by  a  lack  of  comprehensive  statistical  information  about  these
industries at the national level (Ahmed, undated).  However, available information shows
that 3,869 new SME units were established and 94,000 new employment opportunities
generated between 2002 and 2006.
With  regard  to  the  contribution  by  SMEs  to  Bangladesh’s  export  earnings,  the
latest  available  data  show  that  they  accounted  for  some  11.3  per  cent  of  total  export
earnings during 2004/05 (table 1).  This figure also corroborates government statistics that
indicate the SME contribution to national exports varies between 12 per cent and 40 per
cent  in  different  industries  (Planning  Commission,  2008).    Nevertheless,  it  must  be
2 Degree of openness = exports + imports as a percentage of GDP.109
Figure 1.  Composition of Bangladesh’s external sector performance
Source: Centre for Policy Dialogue, Trade Database.
Table 1.  Share of SMEs in export earnings of Bangladesh, 2004/05
Sectoral distribution of Sectoral exports Exports by SMEs
Share of SMEs
enterprises (US$ million)  (US$ million)
 in sectoral
exports (%)
Woven garments 3 598 450 12.5
Knitwear 2 819352 12.5
Leather 221 94 42.5
Jute goods 307 12 3.9
Fertilizer and chemical products 197 0 0
Footwear 88 44 50
Ceramic products 290 0
Engineering goods 85 20 23.5
Petroleum by-products 35 0 0
Handicrafts 5 5 100
Others 621 n.a. n.a.
Total exports 8 652 977 11.3
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emphasized  that  a  comprehensive  study  of  sectoral  performance  by  SMEs  in  the
Bangladesh economy, particularly in trade, has yet to be carried out.
The contribution of small-scale industries to GDP in Bangladesh has been on the
rise in recent years.  While it was Tk 7,609 crore
3 (US$ 1.1 billion
4) in 1996/97, the figure
in 2006/07 stood at Tk 14,944 crore (US$ 2.2 billion).  The share of small-scale industries
in GDP was 4.53 per cent in 1996/97, rising to 5.11 per cent in 2006/07 (figure 2).
3 Crore = 10 million.
4 US$1 = Tk 69.06.
Figure 2.  Manufacturing SMEs’ sectoral share of GDP at constant 1995/96 prices




















1997-1999 2000-2002 2003-2005 2006-2008
Small-scale  Large and medium-scale  Total
A survey conducted by ICG/MIDAS in 2003/04 indicated that 51 per cent of the
contribution by SMEs to GDP was accounted for by small-scale enterprises that had an
average labour force size of 2-5 employees.  SMEs with 51-100 employees were at the
bottom of the list in terms of contributing to GDP.  The survey further highlighted the fact
that manufacturing and agriculture were the major sectors, contributing 38 per cent and
24 per cent, respectively, to GDP.
As  the  above  discussion  indicates,  the  role  of  SMEs  in  the  overall  economic
development in Bangladesh is significant.  However, studies have shown that these highly
potential enterprises (with an average of some 12 per cent share in export earnings) face
a number of obstacles in their efforts to participate in the international trading system.  A
recent Centre for Policy Dialogue study highlighted the top 10 priority areas for the private
sector in Bangladesh in this regard (table 2).111
With the existing level of automation as well as future initiatives, it remains to be
seen how far these concerns of the business community will be addressed by policymakers.
2.  Bangladesh in international trade:  Current concerns for SMEs
While the developed countries were the first to be affected by the current global
recession from the second half of 2007, the emerging and developing economies gradually
started experiencing the effects from the second quarter of 2008.  As for Bangladesh, the
economic situation started to change in mid-2008.  This is clear from a month-on-month
picture  of  Bangladesh’s  export  growth  for  2008/09  compared  with  2007/08  (figure  3).
Export performance of both primary and manufactured goods began to decline in July
2008.  Although export growth of primary goods subsequently started to pick up, overall
export growth continued to decline during January-April 2009.
On the other hand, some signs of relief are visible in a quarter-on-quarter growth
for  2008/09.    Total  export  growth  figures  for  the  first  three  quarters  of  2008/09  were
42.5 per cent, -1.6 per cent and 6.5 per cent, respectively (table 3).  With regard to growth
performance during the first 10 months of 2008/09, compared with the same period of
2007/08, total exports registered growth of about 12.8 per cent.  This was largely made
possible by the robustness of the ready-made garment sector, which continued to register
growth throughout 2008/09.
5  Nonetheless, sluggish demand in recent times in the United
States and European Union markets, which account for about 90 per cent of Bangladesh’s
apparel exports (77.3 per cent of total exports), does not augur well for Bangladesh.
Table 2.  Top 10 priority areas in trade facilitation
Issues
1. Reduction and simplification of documentation requirements.
2. Elimination of bribery and other corrupt practices of customs personnel.
3. Establishment of a single window for one-time submission.
4. Harmonization/standardization of documentation requirements, based on international
standards.
5.  Independent appeal mechanism for traders.
6. Improvements in customs inspection and control procedures.
7. Computerization and automation of trade procedures.
8. Timely and comprehensive publication and dissemination of trade rules and regulations.
9. Completing clearance of goods before they have arrived physically in the customs territory.
10.  Establishment of enquiry points and/or call centres.
Source: Bhattacharya and Hossain, 2006.
5 The significance of the ready-made garment sector is also paramount, given the fact that it is the
single largest export revenue generator.112
Figure 3.  Decline in Bangladesh exports, July 2007 to March 2009
Table 3.  Quarterly export growth of Bangladesh’s major commodities,
2008/09 versus 2007/08
Commodities Q1 Q2 Q3 April July-April
Ready-made garments 44.64 5.41 12.72 2.62 18.13
Non-ready-made garments 35.71 -22.23 -14.29-14.47 -3.76
Raw jute and jute goods -11.49-18.87 -25.28 -10.74 -17.74
Leather -6.34 -50.24 -41.57 -49.98 -36.13
Frozen food 15.69-24.31 -32.48 -26.9 1 -14.26
Ceramic goods 22.28 -22.65 -29.39 -17.73 -10.69
Others 62.42 -17.61 -4.33 -8.54 6.99
Total exports 42.45 -1.60 6.50 -2.30 12.76
Source: Centre for Policy Dialogue Trade Database.
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However, other major export items such as raw jute and jute goods, leather and
frozen food experienced a steady fall during the second and third quarters of 2008/09
when compared with the same quarters of the previous fiscal year (table 3).  A similar
situation prevailed from July 2008 to April 2009 when exports of all three of these major
commodities suffered from significant negative growth compared with the corresponding
period in 2007/08.
As noted above, about 90 per cent of all industrial units in Bangladesh are SMEs.
The important sectors such as ready-made garments, raw jute and jute goods, and frozen113
foods include a large number of SMEs.  Therefore, any negative developments in terms of
declining export growth for these sectors are likely to create more space for policymakers
to adopt new strategies for helping these businesses survive in the face of global economic
turmoil.
3.  Stimulus package announced by the Government of Bangladesh
In April 2009, the Government of Bangladesh announced the first stimulus package
to combat the effects of the global financial crisis.  The underlying objective of this stimulus
package was to safeguard Bangladesh’s domestic economy from the negative impacts of
the global recession by maintaining robust export growth, buoyancy in revenue earnings
from  imports  and  resilience  in  remittance  earnings.    The  special  package,  worth  of
Tk 34.2 billion (US$ 495.22 million, or 0.55 per cent of 2008/09 GDP), was allocated to
supporting  domestic  and  export-oriented  industries  and  agriculture,  the  generation  of
electricity  and  the  provision  of  social  protection  for  workers.   As  part  of  this  support,
seriously affected industries such as jute goods, leather and leather products, frozen foods
and  shrimp  were  selected  for  additional  support  (2.5  per  cent  in  addition  to  existing
support);  other  sectors  (such  as  backward  linkage  textiles,  bicycles,  light  engineering
products and agro-processing) that are already receiving cash incentives will continue to
get this financial support.
In addition, the Government announced several types of policy support for export-
oriented industries in the form of timely disbursements of cash incentives, an increase in
allocations under the export development fund, the expansion of export credit to all sectors
at a reduced rate (7 per cent), and rationing support for garment workers.  The Government
also  introduced  a  special  financing  scheme  under  investment  promotion  and  financing
facilities worth Tk 400 crore (US$ 57.9 million), an SME fund of Tk 600 crore (US$ 86.9
million),  a  house-building  fund  of Tk  500  crore  (US$  72.4  million),  and  an  Equity  and
Entrepreneurship Fund of Tk 300 crore (US$ 43.4 million).
In June, 2009, under the national budget for 2009/10, another stimulus package
totalling Tk 50 billion (US$ 724 million) was announced.
6  It would appear that disbursement
of this fund for 2009/10 will be based on the guidelines mentioned in the stimulus package
of the previous year (2008/09).  This support was expected to contribute towards boosting
domestic industries and to keeping the business of export-oriented industries running in
view of the falling prices of export products.  In addition, a number of projects related to
small-scale and cottage industries were included in the Annual Development Programme
for 2009/2010, but without any allocation.
7
6 Budget speech by the Finance Minister on 11 June 2009.
7 These  projects  include,  among  others,  the  establishment  of  a  garments  industrial  park,  the
expansion of BSCIC industrial estates, the reconstruction of two BSCIC estates, support for people
affected by small-scale and cottage industries, the development of benarosy palli (industrial plots for
small  cottage  industries  manufacturing  traditional  silk  saris  known  as  benarasi),  a  BSCIC  plastics
estate, a BSCIC automobile estate, the expansion of three BSCIC estates and an industrial park.114
It is worth noting that while the automation of trade procedures is a prerequisite for
faster and secured trade, the initial and perhaps most important task is to eliminate both
domestic and external barriers that negatively effect trade growth.  Therefore, measures to
ensure the positive impact of IT in trade facilitation will only achieve their objectives when
the  business  community  feels  safer  and  encouraged  by  the  Government’s  trade
enhancement policies.
B.  Evolution of information technology use in trade
facilitation in Bangladesh
In  recent  years,  the  idea  of  trade  facilitation  has  expanded  to  include  the
modernization  and  automation  of  import  procedures  in  order  to  make  the  adoption  of
international standards easier.  It is generally understood that trade facilitation involves the
reduction  of  transaction  costs  for  all  parties  in  the  enforcement,  regulation  and
administration of trade policies.  Trade facilitation has been described as the “plumbing” of
international trade (Hoekman and others, 2002) that focuses on the efficient implementation
of trade rules and regulations.
By  nature,  trade  facilitation  is  very  technical  and  detailed,  with  the  underlying
objective of reducing various forms of non-tariff barriers that impose a significant loss of
time  and  costs  in  conducting  trade,  including  an  excessive  number  of  documents,
involvement of dozens of agencies, and complexity in data reporting and processing.  It is
in  this  context  that  the  simplification  of  customs  procedures  is  of  great  importance  for
Bangladesh.
It is not only the number of documents required for export and import clearance
(table 4) that is higher in Bangladesh (28 and 32 documents, respectively) when compared
with India (17 and 20) as well as other top performers such as Sweden (8 and 6) and
Singapore  (5  and  3),  but  also  the  overall  cost  that  makes  the  whole  procedure  more
complex.  Such performance indicators clearly underscore the need for speedy measures
to expedite trade facilitation initiatives in Bangladesh in order to ensure better integration
into the global economy.
It  was  recognition  of  such  trade  obstructive  procedures  that  prompted  the
Government of Bangladesh to initiate various customs automation projects in the early
1990s  (table  5).    The  original  version  of  ASYCUDA
8  was  introduced  in  Dhaka  and
Chittagong between 1992 and 1996.  The ASYCUDA++ project was designed to introduce
the updated system at five customs stations:  Kamalapur Inland Container Depot (ICD);
Dhaka; Chittagong; Benapole; and Mongla.  (A list of all customs stations in Bangladesh is
presented in the box below and in figure 1 of annex I).
The system was installed by an eight-member national team from the Customs
Administration in coordination with an international consultant, Clapp and Mayne Inc. of
8  ASYCUDA is an electronic data system that allows the random selection of consignments and
staff for inspection purposes, in order to reduce the opportunity for bribes.115
Table 4.  Comparative picture of cross-border trading by Bangladesh
Duration (days) Cost (US dollars)
Indicators Bangladesh India Sweden Singapore Bangladesh India Sweden Singapore
Nature of export procedures
Document 14 8 2 1 290 350 116 105
preparation
Customs clearance 6 2 1 1 120 120 41 31
and technical
control
Ports and terminal 5 3 1 1 420 175 190 180
handling
Inland transportation 3 4 4 2 140 300 350 140
and handling
Total for all 28 17 8 5 970 945 697 456
Nature of import procedures
Documents 22 8 2 1 455 390 154 88
preparation
Customs clearance 4 4 1 1 135 120 41 31
and technical control
Ports and terminal 4 6 2 1 585 200 190 180
handling
Inland transportation 2 3 1 0 200 250 350 140
and handling
Total for all 32 20 6 3 1 375 960 735 439
Source: World Bank Doing Business Website, 2009.
Table 5.  Major steps towards customs automation in Bangladesh
Year Automation measures
1992 Introduction of ASYCUDA at the Dhaka Customs House (DCH).
1996 Introduction of ASYCUDA at Chittagong Customs House (CCH).
1999 Initiation of the Customs Administration Modernization Project-1.
2001 “ASYCUDA++ Migration Project” designed to interface the ASYCUDA++
software with the computer system at five Customs Houses in the country.
2003 Introduction of direct trader input.
2008 (Aug.) Initial automation of CCH; operation of import general manifest (IGM) and
export general manifest (EGM) launched.
2008 (Oct.) CCH Automated; full operation started on 6 October 2008.
2008 (Oct.) Dhaka Chambers of Commerce and Industry sign a contract with DataSoft
Management Services for the automation of DCH.
2009 (May) DCH automated; scheduled to begin full operation from July 2009.
Source: Authors’ compilation from various sources.116
United States of America, representing UNCTAD.  The system covers most foreign trade
procedures,  including  manifests  and  customs  declarations,  accounting  procedures,  risk
management and warehousing procedures.  It serves as a database of detailed information
about foreign trade transactions, which is helpful in economic analyses and planning.  An
UNCTAD study observed that ASYCUDA “cannot be successfully implemented without first
undertaking  a  major  reform  of  customs  procedures.”    In  other  words,  computerization
alone cannot result in more efficient customs administration.
In 1999, the Bangladesh Export Diversification Project was created with the goal of
strengthening the country’s economy by increasing export trade.  Funding and support for
the  project  has  been  provided  jointly  through  the  World  Bank  and  the  World  Customs
Organization (WCO).  Trade facilitation initiatives in Bangladesh include WCO-sponsored
experts from other Customs Administrations to provide technical assistance workshops;
a team of international and local experts, coupled with National Board of Revenue staff for
planning, training and the drafting of legislation; and the installation of the ASYCUDA++
system by UNCTAD for electronic data control.
Under the Bangladesh Export Diversification Project, the Customs Administration
Modernization Project is funded by the World Bank in support of export diversification,
which includes customs reforms, trade and tariff policy reforms, and support for companies
seeking to develop export products and expand markets.  The project was initiated under
the  purview  of  the  Ministry  of  Industry  and  funded  by  the  International  Development
Authority.    The  project  is  one  of  the  main  components  of  the  Bangladesh  Export
Diversification  Project  and  simultaneously  the  first  step  of  the  Revenue Administration
Modernization Programme.
Customs stations in Bangladesh
Of the country’s 13 land ports, Benapole port is operated by the Port Authority itself
while other ports are earmarked to be operated by private operators on a build-operate-
transfer basis.  Currently, Sonamasjid, Teknaf and Hilli land ports are under operation on
a build-operate-transfer basis while others will be started gradually.
The three international airports in Bangladesh are Zia International Airport in Dhaka,
Shah Amanat International Airport in Chittagong, and Osmany International Airport in Sylhet.
The two seaports in Bangladesh are Chittagong Port in Chittagong and Mongla Port in
Khulna.
The Chittagong Customs House was initially automated in August 2008 with a view
to  increasing  revenue  and  checking  irregularities  related  to  exports  and  imports.   The
operation  of  IGM  and  EGM  were  launched  under  the  first  phase  of  automation  as
a collaborative effort between the Government and the private sector.  The initial assumption
was that this endeavour would help the Chittagong Customs House check evasion of tax
amounting to at least Tk 350 crore (US$ 50 million) and double the revenue earnings,
which currently stand at some Tk 11,000 crore (US$ 1.6 billion).  However, the automated117
system malfunctioned on the first day of implementation and could not immediately be put
into full operation.  Nevertheless, efforts by all the stakeholder groups culminated in the
operational  inauguration  of  the  CCH  Automation  System  on  6  October  2008.    As
a continuation of such proactive measures, DCH was partially automated in May 2009.
The next step is to introduce similar IT-enabled customs clearance procedures at
the Kamalapur ICD, Dhaka as soon as possible.  It should be noted that Datasoft, the
automation software designing company, has already set up the required equipment at
ICD.  However, the system is awaiting necessary bureaucratic approval before it can be
made  operational.
9    A  detailed  discussion  of  this  automation  process  is  presented  in
section C.
1.  Customs automation in Bangladesh compared to
international instruments
While  significant  efforts  have  been  made  by  the  Government  to  facilitate  trade
procedures in Bangladesh, the situation is still far from achieving the standard level as
perceived by the international community.  Together with other measures to facilitate trade,
different instruments developed by various multilateral agreements and institutions have
emphasized  the  issue  of  customs  automation.    Although  trade  facilitation  appears  to
somewhat of a new agenda within the WTO system, it is in fact not new within the context
of trade negotiations or among other international organizations.  For example, the United
Nations, its regional commissions and institutions as well as other specialized institutions
such as WCO have been working on trade facilitation for more than half a century.  Trade
facilitation was very much a part of the General Agreement on Tariffs and Trade (GATT)
from  its  inception  (Wickramasinghe,  2004).    However,  the  issue  gathered  momentum
when brought under the mandate of negotiations in the 1996 Singapore Ministerial Meeting
(Bhattacharya  and  Hossain,  2006).    The  following  discussion  highlights  Bangladesh’s
position vis-à-vis WCO and WTO in terms of identifying issues of concern and the level of
compliance in the context of trade facilitation.
2.  Bangladesh vis-à-vis World Customs Organization trade
facilitation initiatives
The WCO Revised Kyoto Convention, often referred to as the “Blueprint for Modern
Customs Administration”, underscores a wide range of measures and strategies for creating
a development-friendly, secure international trading system.
10  Another important instrument
9 Informal discussion with Manjur Mahmud, Chief Operating Officer, Datasoft Systems Bangladesh
Ltd.
10 The Revised Kyoto Convention, in particular, emphasizes such issues as:  (a) transparency and
predictability; (b) standardization and simplification of goods declarations and supporting documents;
(c) “Fast Track” procedures for authorized persons with good compliance records; (d) maximum use of
information technology; (e) minimum necessary control to ensure compliance; and (f) risk management
(post-clearance audits, inspections in coordination with other border agencies and the “single window”
concept).118
is the WCO (2007) “SAFE Framework”.
11  It is a guideline, based on the Revised Kyoto
Convention, which was adopted by the WCO Council in June 2005, with 137 members
expressing their intention to implement the Framework.
Based on the four core elements (figure 4), the WCO Framework of Standards has
designed  a  two-way  approach  to  secure  and  facilitate  global  trade:    (a)  a  customs-to-
customs network arrangement; and (b) a customs-to-business partnership.  Each of the
two approaches underscores a number of standards aimed at ensuring expeditious and
secured  functioning  of  international  trade.    With  a  view  to  understanding  the  level  of
achievement of the Bangladesh Customs in terms of the WCO Framework of Standards,
the following discussion presents a comparative analysis of the two approaches.  Table 6
focuses on the customs–to-customs approach of the WCO Framework of Standards while
table 7 looks at the customs-to-business aspect.
11 According to WCO (2007), the objectives of the SAFE Framework are:  (a) establishing standards
that provide supply chain security and facilitation at a global level in order to promote certainty and
predictability; (b) enabling integrated supply chain management for all modes of transport; (c) enhancing
the role, functions and capabilities of Bangladesh Customs to meet the challenges and opportunities of
the twenty-first century; (d) strengthening cooperation between customs administrations in order to
improve  their  capability  to  detect  high-risk  consignments;  (e)  strengthening  customs-to-business
cooperation; and (f) promoting the seamless movement of goods through secure international trade
supply chains.
Figure 4.  World Customs Organization Framework of Standards
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Table 6.  Customs-to-customs approach of the World Customs
Organization Framework
Standards Requirements Bangladesh Customs
Integrated supply Customs administrations Although a member of WCO,
chain management should follow the WCO the procedures followed by
integrated supply chain Bangladesh Customs are well
management system below the required level, owing
largely to infrastructural and
technological backwardness.
Cargo inspection Customs administrations Bangladesh Customs enjoys this
authority should have the authority to authority to its full extent.
inspect all cargos originating, Various provisions of the
exiting, transiting, or being Bangladesh Customs Act, 1969,
transhipped through the authorize Customs
country Administrations to exercise such
power.
Modern technology Such equipment is necessary Bangladesh Customs lacks such
in inspection for inspecting high-risk modern equipment.  Containers
equipment containers or cargo without are still scanned by old
disrupting the flow of equipment.  However, a number
legitimate trade of new scanners have recently
been added.
Risk management Necessary for identifying • Green channel:  Imports
system potentially high-risk shipments are released with minimal
documentation checks and
no physical inspection of the
goods.
• Yellow channel:  Imports
receive a full documentation
check and, if necessary,
can be upgraded to the red
channel.  At present, the
majority of the shipments fall
under this category.
• Red channel:  Imports receive
a full documentation check
and physical inspection of the
goods.  At present, about
10-12 per cent of total imports
fall under this category.
High-risk cargo or Identifying suspicious Cargo or container deemed
container shipments high-risk is inspected through
the red-channel procedure.120
Advanced electronic Necessary for risk assessment Owing to IT inadequacy,
information Bangladesh Customs does not
have the necessary electronic
information for risk assessment
apart from those provided by
traders and agents through DTI.
Targeting and Standard sets of targeting and The level of targeting and
communication screening criteria among screening performed by
different Customs Bangladesh Customs is a long
Administrations way behind the international
standard.
Performance Maintaining proper records of Maintenance of performance
measures customs’ performance records is done at a substantial
level in Bangladesh.  However,
there is still extensive paper
work that needs to be replaced
by adopting relevant IT software.
Security assessment Cooperation among various Bangladesh Customs works in
border agencies close cooperation with different
government agencies including
various ministries, police, coast
guards, Bangladesh Atomic
Energy Commission etc.
Employee integrity Programmes should be in Corruption and unethical
place to prevent lapses in practices among customs
employee integrity officials is one of the major
problems with Bangladesh
Customs.
Outbound security Conduct such inspections Bangladesh Customs conducts
inspections upon request from the such inspections with the limited
importing country resources.
Source: Authors’ compilation from various sources.
Table 6 (continued)
Standards Requirements Bangladesh Customs121
Table 7.  Customs-to-business approach of the World Customs
Organization Framework
Standards Requirements Bangladesh Customs
Partnership Authorized Economic Bangladesh Customs does not
Operators (AEOs) will authorize any individual or institution
carry out self-assessment with special credence to avail itself of
any simplified or special procedure.
All traders are treated equally.
However, in some cases, traders
with long-term satisfactory track
records in all aspects of importing/
exporting may enjoy the privilege of
faster release or clearance of their
goods.
Security AEOs should incorporate There is no such option.  Rather,
predetermined security Bangladesh Customs carries out
measures into their existing routine post-clearance audit at the
business practices premises of selected traders.
Authorization Process to offer incentives No such initiatives exist.
to AEOs
Technology All parties will use modern Although ASYCUDA++ is available
technology for use, its use is not optimal within
Bangladesh Customs.  In addition,
traders only used DTI, which is also
limited to registered traders.
Chittagong Customs House was
automated only recently.  Currently,
there are more than 3,000 registered
users of the recently automated
system.  Apart from customs
agents, this includes around 20-25
large-scale companies that operate
through their own clearing houses.
Communication Regular updating of Communication between Bangladesh
customs-business Customs and the trading community
partnership is at the lowest level.  The Customs
Administration seldom invites
a business for consultations or
feedback on matters related to
international trade.
Facilitation Cooperation between the No such partnership exists.
Customs Administration
and AEOs
 Source: Authors’ compilation from various sources.122
3.  Trade facilitation in Bangladesh in the World Trade
Organization context
As an LDC, Bangladesh has been showing keen interest in developments in trade
facilitation  within  the  ambit  of  the  Doha  Development  Round  negotiations.    However,
Bangladesh has so far submitted only one proposal
12 on an “Implementation mechanism
for  special  and  differential  treatment,  and  technical  assistance  and  capacity-building
support” to WTO with regard to its needs and requirements related to trade facilitation.
Nevertheless, a recent study showed that there was optimal awareness within both the
public  and  private  sectors  concerning  the  necessity  to  simplify  existing  cumbersome
customs procedures in order to facilitate trade (Bhattacharya and Hossain, 2006).
One of the major findings of the above-mentioned study in relation to the importance
of IT in customs clearance procedures was that import/export documentation requirements
were excessive and time-consuming, and that manual processing created requirement for
irregular and arbitrary payments to expedite the release of goods from customs stations.
In addition, the urgent need to establish a “single window” has often been emphasized by
the private sector in Bangladesh.  As noted above, the private sector in Bangladesh has
identified  10  priority  areas  (in  the  context  of  the  WTO  negotiations)  that  need  urgent
attention  by  the  Government.    Table  8  highlights  the  proposals  submitted  to  WTO  by
member countries that are of interest to Bangladesh.
12 The  proposal,  TN/TF/W/142,  was  submitted  by  the  Core  Group  of  Developing  Countries
(Bangladesh, Botswana, Cuba, Egypt, India, Indonesia, Jamaica, Kenya, Malaysia, Mauritius, Namibia,
Nepal, Nigeria, Philippines, Rwanda, Tanzania (United Republic of), Trinidad and Tobago, Uganda,
Venezuela (Bolivarian Republic of), Zambia and Zimbabwe).
Table 8.  World Trade Organization proposals on trade facilitation and
priorities for Bangladesh
Reflected in WTO members’ proposals
Bangladesh priorities
Relevant proposals Major issues raised
Reduction and Symbol:  (TN/TF/…) W/17, • Non-discrimination
simplification of W/18, W/24, W/30, W/31, • Periodic review of formalities
documentation W/36, W/45, W/46, W/62, and requirements
requirements W/67, W/70, W/49, W/78, • Reduction/limitation of
W/130/Rev.1, W/121 formalities and documentation
requirements
Sponsors: • Use of international standards
Chile; India; Japan; • Uniform customs code
Republic of Korea; Mongolia; • Acceptance of commercially
Peru; New Zealand; Norway; available information as well
Switzerland; Turkey; as  copies
Hong Kong, China; • Automation
Taiwan Province of China; • Single window/one-time
and the European Community submission123
• Elimination of pre-shipment
inspection
• Phasing out mandatory use of
customs brokers
Elimination of bribery Symbol:  (TN/TF/…) • Establishment of a Code of
and other corrupt W/8, W/60 Conduct
practices among • Computerized system to
customs personnel Sponsors: reduce/eliminate discretion
Dominican Republic; Japan; • System of penalties
Mongolia;, Pakistan; Peru; • Technical assistance to create/
and Taiwan Province of China build up capacities to prevent
and control customs offences
• Appointment of staff for
education and training
• Coordination and control
mechanisms
Establishment of Symbol:  (TN/TF/…) • Introduction of procedures for
a “single window” for W/17, W/18, W/30, W/45, allowing one-time submission
one-time submission W/46, W/70, W/100 and • Acceptance of single
Corr.1, W/138/Rev.2 documentary submission
• Single window as
Sponsors: a clearinghouse for all
Chile, Japan, documents and data
Republic of Korea, Mongolia; submission
Peru; Singapore; • Establishment of single
Taiwan Province of China; window at borders or ports with
Thailand ; Turkey; and efficient computer back-up
the European Community  • Inter-agency coordination
Harmonization and Symbol:  (TN/TF/…) • Use of international standards
standardization of W/17, W/18, W/30, W/36, as a basis for documentation
documentation W/45, W/46, W/62, W/67, and data requirements
requirements, based W/70, W/78, W/85, W/121, • Development and adoption of
on international W/131/Rev.1 common international trade





Republic of Korea; Mongolia;
New Zealand; Norway; Peru;
South Africa; Switzerland;
Taiwan Province of China;
and Turkey
Table 8 (continued)
Reflected in WTO members’ proposals
Bangladesh priorities
Relevant proposals Major issues raised124
Independent appeal Symbol:  (TN/TF/…) • Obligation to provide
mechanism for traders W/6, W/8, W/97 non-discriminatory, legal right
of appeal against customs and
Sponsors:  Costa Rica; other agency rulings and
European Community; Japan; decisions
Mongolia; New Zealand; • Development of legal and
Pakistan; Peru; administrative appeal systems
Taiwan Province of China; for lodging objections
and the separate customs • Release of goods in the event
territory of Penghu, Kinmen of appeal
and Mastu
Improved customs Symbol:  (TN/TF/…) W/39• Avoidance of inspection and
inspection and control controls more than once for
procedures Sponsors: the same shipment unless it is
Paraguay; completely necessary
Rwanda; • Non-imposition of veterinary,
and Switzerland medico-sanitary or
phytosanitary inspection for
goods in transit
Computerization and Symbol:  (TN/TF/…) • Automation of customs and
automation of trade W/30, W/45 other agency import/export
procedures procedures
Sponsors: • Introduction of automated and
Peru; and Turkey electronic data interchange
Timely and Symbol:  (TN/TF/…) • Make rules and regulations
comprehensive W/6, W/7, W/8, W/13, available on a non-
publication and W/26, W/30, W/32, W/40, discriminatory basis
dissemination of trade W/45, W/70, W/78, W/89, • Information should be widely
rules and regulations W/96 and add.1, W/114/Rev.1, available
W/115/Rev.1, W/155 • Publication of rules and
regulations in at least one of
Sponsors: the official WTO languages
Argentina; Chile;  China; • Ensuring dissemination of
the European Community; information through readily
Hong Kong, China; India; and promptly accessible
Republic of Korea; Japan; official media
Mongolia; Norway; Pakistan;
Peru; Switzerland;




Reflected in WTO members’ proposals
Bangladesh priorities
Relevant proposals Major issues raised125
Completing clearance Symbol:  (TN/TF/…) • Enabling importers to file
of goods before they W/10, W/17, W/18, W/46, entries prior to arrival of goods
have arrived physically W/53, W/70 at the port of entry
in the customs territory • Introduction of procedures for
Sponsors: accepting and examining
Chile; European Community; documents prior to arrival of
Japan; Republic of Korea; goods
Mongolia; Peru; and • Commitment by members




Establishment of Symbol:  (TN/TF/…) • Establishment of enquiry
enquiry points and/or W/6, W/7, W/10, W/26, points providing information
call centres W/30, W/45, W/70 on all measures and
information
Sponsors: • Single national focal point as
China; Chile; a centre for communication
European Community; with other domestic competent
Japan; Mongolia; authorities
Pakistan; Peru; and • Enquiry points with competent
Taiwan Province of China officers
Source: Compiled from WTO TN/TF/106/Rev.13.
Table 8 (continued)
Reflected in WTO members’ proposals
Bangladesh priorities
Relevant proposals Major issues raised
The Government of Bangladesh has been putting various measures in place in
order to comply with the provisions set out in Articles V, VII and X of the General Agreement
on Tariffs and Trade, 1994, particularly in the context of using IT in facilitating trade-related
procedures.
13  This includes regular updating of the Bangladesh Customs website where
information such as that on customs-related statutory regulatory orders, tariffs, Customs
Acts  and  rules,  and  customs  valuation  are  provided  for  the  business  community.    In
addition, the recent measures taken to automate CCH and DCH are critical milestones in
the context of the journey towards ensuring optimal application of IT in facilitating trade.
Nevertheless, there is still a long way to go, since bringing the various government agencies
into the automation network has yet to be achieved.
13 Articles V, VIII and X of GATT 1994 deal with, respectively, “Matters relating to transit, fees and
charges connected with importation and exportation“, and “Publication and availability of information“.126
C.  Chittagong Customs House automation:  An overview
Bangladesh  has  traditionally  been  dependent  on  its  seaports  for  connecting  to
international markets.  Historical trends show that more than 95 per cent of exports and
around 90 per cent of imports pass through the two seaports located in Chittagong and
Mongla (annex I, table 2).  Of the two, Chittagong port handles the major share of inbound
and outbound vessels and cargo.  Between 2000/01 and 2007/08, as many as 17,349
vessels  were  handled  at  Chittagong  and  Mongla  ports,  of  which  83.5  per  cent  were
handled by Chittagong port (annex 1, table 3).  In addition, it handled more than 90 per
cent of the total cargo during the same period (annex I, table 4).  In view of this situation, it
not surprising that CCH was selected as the first customs station to be brought under the
automation process.
The CCH automation project launched its full-fledged operations in early October
2008 in a bid to herald a corruption- and hassle-free era in export and import procedures.
The Chittagong Chamber of Commerce and Industry sponsored the project and worked for
about eight months to complete it on a build-own-operate-transfer basis.  Primarily, the
project has been designed to run for at least five years.  In the meantime, new features
are likely to be put in place in order to adapt to evolving requirements by the trading
community.  With a view to making this new system usable and compliant with the existing
ASYCUDA++, an interface has been established between the two.  The system has been
overwhelmingly successful in reducing the steps involved in the customs clearance process
(with  regard  to  imports)  from  as  many  as  35  steps  that  existed  in  the  pre-automation
phase to just seven steps.  Table 9 presents an overall picture of the levels of automation
of import clearance procedures at CCH.
The overall system has been designed in such a user-friendly manner that all the
relevant stakeholders are expected to be able to use it without any difficulty.  An overall
account of these stakeholders is presented in figure 5.
As figure 5 indicates, attempts are underway to ensure effective participation of the
stakeholder groups in achieving the successful operation of the automation project.  While
the  role  of  all  the  above-mentioned  stakeholders  in  the  supply  chain  management  is
undoubtedly of crucial importance, such roles cannot be effectively discharged unless the
system  itself  provides  adequate  supportive  measures  in  the  form  of  submissions  of
declarations,  electronic  payments  of  duties  and  taxes,  etc.    Hence,  the  two  major
operational modules (i.e., the IGM and EGM module, and the Bill of Entry module) have
been developed to specify the role and scope of the stakeholders in customs processing
(annex I, table 5).
While the IGM and EGM module is aimed at enabling the relevant stakeholders to
specify the arrival/departure information of consignments, it is followed by the application
of the Bill of Entry module that allows clearing and forwarding agents as well as traders to
lodge declarations and clear goods from the ports.  An account of the links between the
different groups under the CCH automation project is presented in annex 1 (tables 5 and
6, and figure 2).127
Table 9.  Steps in import clearance at Chittagong Customs House under the
current automation system
Step Actors involved Level of automation
1. Submission of Career Automated
import general
manifest
2. Filing of Bill of Entry Importer/CHA Automated
3. Assessment of Customs Automated (if needed, manual
declaration option can be used in customs)
4.  Dues notified Customs, importer, CHA, Port Automated
5.  Payment to bank Importer, CHA, Bank Manual*
6.  Bank notifies receipt Bank, customs, importer, Automated
of duty payment CFA, Port
7.  Delivery from port Customs Physical inspection followed by
electronic data recording
Source: Based on interviews with customs officials and Datasoft representatives.
* The system is ready for electronic fund transfers for duty payment.  The Sonali Bank,
Chittagong Customs House branch, has been equipped for this purpose.  However, activation
of the process is awaiting clearance (through a circular) from the Bangladesh Bank.
Figure 5.  Stakeholder groups in Chittagong Customs House automation
Source: DataSoft.
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In view of the above, the initiative to automate CCH has attracted a diverse range
of reactions from different segments of the stakeholder groups.  The following discussion
considers the major findings from the stakeholder perception survey, carried out by the
Centre  for  Policy  Dialogue,  regarding  the  impact  of  information  technology  on  trade
facilitation.
D.  Impact of information technology in trade facilitation on
internationalization of SMEs in Bangladesh
A  robust  private  sector  is  the  key  to  attracting  the  private  investment,  entre-
preneurship and technological innovation needed for sustainable economic growth.  The
extent of the SME contribution to the overall economic development of Bangladesh, the
current  state  of  automation  of  customs  procedures  and  a  detailed  case  study  of  CCH
automation have been discussed above.  With a view to understanding the impact of the
automation initiatives, 40 traders and 40 customs agents were interviewed.  At the time of
the survey, all the traders were engaged in exporting and, in most cases, importing.
Before looking at the survey findings, it should be noted that the automated system
at  CCH  is  currently  being  utilized  by  more  than  3,000  registered  users
14  in  different
stakeholder groups (figure 5).  This includes 20-25 industries that are using the system
through their own clearing houses.  However, all these firms belong to the large-scale
group.  Available information reveals that there are no registered export-oriented SMEs in
the system.  Historically, SMEs have found it more convenient to use customs agents
rather than handling the clearance procedures by themselves.  This is due, in particular, to
two factors:  (a) a lack of expertise in dealing with customs, and (b) a lack of adequate
resources to be devoted to such additional tasks.
Although the large-scale industries appear to be in a better position than the SMEs
in terms of benefiting from automation, it should be recognized that such discrimination is
due  to  the  traders’  institutional  capacity  and  not  to  any  weakness  of  the  system.
Nevertheless, as soon as agents lodge the documents on behalf of importers or exporters,
the latter are able to view the status of the application online simply by using the file
number.  It is not mandatory to be a registered user for this purpose.
1.  Respondents’ profile
As  stated  above,  40  industries  were  covered  by  the  survey.    This  included  35
ready-made garment manufacturers, 3 pharmaceutical firms and 2 frozen food traders.
Another survey was conducted on an equal number of customs agents, who served 661
clients, of which 386 (about 58 per cent) belonged to the SME group (figure 6).
14 Informal discussion with Manjur Mahmud, Chief Operating Officer, DataSoft Systems Bangladesh
Ltd.129
Almost  all  the  export-oriented  firms,  including  SMEs,  avail  themselves  of  the
services of customs agents for export and import clearance,
15 irrespective of their nature
of business (e.g., ready-made garments, frozen foods, leather, and jute and jute goods) or
geographical location (whether in Chittagong, Dhaka or Khulna).  Therefore, the importance
of trade facilitation measures cannot be ignored in the internationalization of SMEs.
15 Some  large-scale  industries  deal  with  customs  procedures  directly  through  their  own  clearing
houses.
16 Some  large-scale  industries  deal  with  customs  procedures  directly  through  their  own  clearing
houses.
Figure 6.  SMEs as a percentage of total clients
Source: Centre for Policy Dialogue-ARTNeT Perception Survey, 2008.
Note: C = Clearing and forwarding agents, F = freight forwarders, P = packers and consolidators,
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Almost  all  the  export-oriented  firms,  including  SMEs,  avail  themselves  of  the
services of customs agents for export and import clearance,
16 irrespective of their nature
of business (e.g., ready-made garments, frozen foods, leather, and jute and jute goods) or
geographical location (whether in Chittagong, Dhaka or Khulna).  Therefore, the importance
of trade facilitation measures cannot be ignored in the internationalization of SMEs.
One  of  the  key  objectives  of  the  survey  was  to  include  as  many  experienced
traders and customs agents as possible in order to create a representative data set.  It
was encouraging to see that about 58 per cent of the traders covered by the survey had
been involved in international trade for 6-10 years (figure 7).  Another 27.5 per cent were
found to have been in the business for 11-22 years.  As for the customs agents, about
53  per  cent  had  been  providing  trade-related  services  to  the  various  export-oriented130
industries in Bangladesh for 11-15 years while another 40 per cent had been engaged in
providing services for 16 to 22 years.
Figure 7.  Length of experience of respondent traders and agents
2.  Adapting to electronic lodgement
The introduction of DTI in 2003 was intended to make customs data processing
less  cumbersome  through  electronic  lodgement  of  declarations.    However,  it  became
evident  within  a  very  short  period  that  this  process  was  not  providing  any  significant
benefits  to  the  stakeholders  (Bhattacharya  and  Hossain,  2006).    This  finding  was
corroborated by the fact that an overwhelming majority of the respondents (70 per cent of
SMEs  and  80  per  cent  of  agents)  mentioned  that  DTI  did  not  adequately  serve  their
purpose for documentation lodgement and customs procedures.  However, all the trader
respondents  and  about  half  of  the  agents  agreed  that  DTI  had  contributed  towards
increasing the number of declaration lodgements compared with the pre-DTI era.  This
also underscored the fact that customs agents were able to serve more clients after the
introduction of DTI.  Nevertheless, there was wide agreement between the two respondent
groups regarding the problems they faced in using the DTI system (table 10).
One of the major transitions from DTI dependency to CCH automation was that all
the registered customs agents were assigned individual user IDs and passwords.  In order
to  obtain  an  ID  and  password,  agents  and  businesses  need  to  apply  to  DataSoft,  the
software company responsible for the implementation and overall technical management
of the automation system.
In view of the above-mentioned shortcomings, DataSoft is perceived as providing
encouraging technical support to traders and agents in the context of customs documents
processing.  The survey, which was conducted within two months of the launch of the CCH
automation  project,  found  that  the  target  stakeholders  (customs  agents)  were  already





























benefiting from the initiative to some degree.  While there was some criticism, particularly
with regard to unexpected technical errors, the majority of the respondents welcomed the
initiative, which currently has more than 3,000 registered users.  The reasons given by the
respondents for the preference of the current automation over DTI are outlined in table 11.
Table 10.  Problems with DTI lodgement
Reasons
Percentage of Percentage of
traders agents
Absence of a 24-hour service 100.0 100.0
Absence of ID or password 100.0 100.0
Customs valuation 90.0 95.0
Unskilled customs staff 87.5 98.0
Lack of good governance, transparency and responsibility 87.5 85.0
Need for agents to visit the customs house physically 84.5 100.0
Non-availability of IGM and EGM 80.5 100.0
Misuse of time 78.0 97.5
Manual noting system 76.0 86.0
Speed money/bribes 62.0 92.5
Inadequately trained DTI operators 45.5 86.0
Source: Centre for Policy Dialogue-ARTNeT Perception Survey, 2008.
Table 11.  Reasons for preferring current system of electronic data submission
Reasons
Percentage of Percentage of
traders agents
ID and password provided for individual agents 100.0 100.0
Electronic access to IGM and EGM 100.0 100.0
Opportunity to end corruption 100.0 75.5
Less complicated 97.0 94.5
Faster service 93.0 90.5
Lower scope of manipulation 90.5 86.0
A 24-hour service 88.0 94.5
Limited scope for bribery 80.5 85.0
Improved transparency and accountability 80.0 100.0
Trained professionals for overall management of the system 76.5 85.0
Faster inspection 74.5 65.5
Adequate training and technical support to 66.0 90.0
traders and agents
Less opportunity for bargaining 60.5 60.5
Source: Centre for Policy Dialogue-ARTNeT Perception Survey, 2008.132
The respondents were asked to underscore some benefits that they thought would
result from the current automation process.  Figure 8 provides a graphic presentation of
the responses received.
Figure 8.  Perceived benefits of customs automation for SMEs























In  addition  to  the  above  benefits,  the  majority  (more  than  95  per  cent)  of  the
respondents  from  the  trading  community  as  well  as  customs  agents  anticipated  that
effective implementation of the automation system would result in:
(a) The ability to provide quicker service to clients;
(b) Freedom to work outside the normal customs working hours;
(c) Reduced travel, queues and delays at customs;
(d) Easy access to declaration data in the system.
In view of all the administrative and procedural complexities, it is encouraging that
almost  all  the  SME  traders  and  agents  held  a  similar  opinion  when  expressing  their
concerns  about  the  benefits  from  automation.    Nevertheless,  the  extent  of  satisfaction
among the stakeholder groups concerning the level of automation varied with regard to
some aspects.  A large number of the respondents were of the view that there was still
a great deal of work to be done to obtain the expected benefits from customs automation.
A list of such measures is presented in table 12.133
The above list is an indication that the trading community and customs agents still
face  a  diverse  range  of  administrative,  procedural,  infrastructural  and  policy-related
bottlenecks.  The lack of skilled manpower in customs processing has been highlighted,
particularly in the case of customs inspectors and superintendents.  Available information
reveals that there have been no appointments of additional customs inspectors during the
past  two  and  a  half  decades.    This  clearly  creates  pressure  on  the  existing  group  of
inspectors  who,  on  many  occasions,  find  it  difficult  to  cope  with  the  technological
advancements in customs procedures.
Another critical factor in ensuring proper functioning of the automation process is
the necessary provision of a secure and uninterrupted power supply.  This is coupled with
the  need  to  provide  the  proper  infrastructure  and  technology  for  high-speed  Internet
connections  to  be  used  in  data  processing  and  dissemination.    The  establishment  of
a monitoring cell, although emphasized at a lower level, deserves adequate and consistent
attention from the regulatory authorities to ensure compliance management.




Trade-related infrastructure development in the ports 100.0 100.0
and other government institutions
Online availability of all trade-related policies and regulations 85.5 80.0
Training manpower to create a skilled working group 62.5 42.5
Permanent deployment of the Army at Chittagong port 75.0 12.5
Connectivity with the banks concerned as well as other 57.5 25.0
trade-related organizations
Change the attitude of customs personnel 35.0 27.5
Introduction of a one-stop service 27.5 20.0
Improved relationship among customs brokers 25.0 17.5
Modernization of port facilities 25.0 10.0
Privatization of the Chittagong port 20.0 12.5
Continuous power supply 15.0 40.0
National valuation data for customs assessment procedure 15.0 20.0
High-speed Internet 12.5 32.5
Politics involving Chittagong port should be stopped 12.5 10.0
Easier valuation system 5.0 15.0
Port expansion 5.0 15.0
Employing a strong and effective monitoring cell 5.0 12.5
Source: Centre for Policy Dialogue-ARTNeT Perception Survey, 2008.134
Apart from highlighting the need for infrastructural development at the ports and
other related government institutions, another key finding from the survey was that the
majority of the respondent SMEs (75 per cent) felt that members of the Armed Forces
should remain deployed in the port area to stop corruption and ensure faster clearance
procedures.  On the other hand, only 12.5 per cent of the customs agents shared this
view.  This is explained by the fact that the majority of the respondent customs agents did
not address this issue.  It should be noted that soon after the caretaker Government came
to  power  in  early  2007,  it  undertook  large-scale  measures  to  eliminate  corruption,
particularly in the public sector.  As part of this drive, the Armed Forces were deployed at
Chittagong port.
As part of a recently completed study by the Centre for Policy Dialogue (Rahman
and  others,  2008),  a  perception  survey  was  conducted  to  elicit  information  from  the
business community with regard to identifying constraints affecting their businesses.  The
survey findings are summarized in table 13.




High Moderate Low Total
Trade-related 17 (53.1) 11 (34.4) 4 (12.5) 32 (100) 2.41 1
 infrastructure
Building productive 15 (44.1) 14 (41.2) 5 (14.7) 34 (100) 2.292
capacity
Trade development 15 (44.1) 12 (35.3) 7 (20.6) 34 (100) 2.24 3
Trade policy and 15 (44.1) 11 (32.4) 8 (23.5) 34 (100) 2.21 4
regulations
Trade-related  9 (29.0) 20 (64.5) 2 (6.5) 31 (100) 2.23 5
adjustment
Source: K.M. Rahman and others, 2008.
*AWF = Average weighted frequency.
Note: Figures in parentheses are percentages.
The information provided in tables 14 clearly indicates that common concern exists
among  the  traders  and  customs  agents  with  regard  to  facilitating  trade  by  properly
addressing the existing constraints.  The five broad categories, developed by OECD as
the five pillars for assessing the needs for Aid-for-Trade, encompass all sectors of trade
facilitation; these range from infrastructural development and capacity-building, through
adopting state-of–the-art technology, to diversifying trade and ensuring easy access to
trade-related policies and regulations.  The Government needs to come up with pragmatic
policy initiatives in this context.
When asked if the newly introduced customs automation system would have an
impact on SMEs, all the trader respondents were overwhelmingly positive.  (However, as135
noted above, so far only the customs agents and a few large-scale industries use the
system.)  A similar reaction was expressed by about 70 per cent of the customs agents
while the remaining 30 per cent were uncertain of the possible outcome.  A list of the
possible impacts is presented in table 14.
Table 14.  Impact of automation on trade performance of Bangladesh SMEs
Reasons Percentage of agents
Greater integration into international trade 70.0
Faster document processing for exports 63.5
Improved goodwill and business reputation 60.0
Business expansion 55.0
Reduced production time 45.5
Possibility of emergence of stronger backward linkage industries 45.5
Frequent import of raw materials 42.0
Source: Centre for Policy Dialogue-ARTNeT Perception Survey, 2008.
With regard to adjusting to the new IT environment, respondents were also asked if
they would be willing to set up the necessary infrastructure/equipment (dedicated room or
floor space, computers, Internet connection etc.) for effective use of the automation system.
Some  93  per  cent  of  the  customs  agents  and  100  per  cent  of  the  SME  respondents
indicated a positive viewpoint.  The rest were uncertain as to whether or not they would be
willing to make such an investment.
In addition, as many as 94 per cent of the respondents reported the availability of
at least one computer with an Internet connection as well as fax machines in their offices.
This is a positive attitude towards adapting to technological upgrading in documentation
lodgement.  In view of these findings, it appears that the SMEs have a strong will to utilize
business-supportive initiatives to ensure enhanced access to the global market.
E.  Conclusion and policy recommendations
The Government of Bangladesh has been revisiting its industrial policies with the
objective  of  making  them  business-friendly  for  SMEs.    However,  effective  measures
focusing on expediting and ensuring the proper integration of SMEs into the multilateral
trading system still appear to be far from adequate.  The survey revealed that the private
sector representatives were quite concerned about this situation; they strongly emphasized
the need to utilize the existing automation system effectively while making every effort to
develop the system in view of the requirements of the business community.
It  must  be  recognized  that  while  businesses  are  facing  a  large  number  of
administrative, regulatory, legislative and policy-related bottlenecks, the lack of available
resources sometimes makes it challenging for the Government to address such private136
sector concerns in a timely manner.  Moreover, uncertainty over a successful completion
of the Doha Round negotiations in WTO also poses strategic challenges for the Government
in terms of policy formulation.
Taking into consideration the preceding discussion, a set of policy recommendations
is detailed below.
1.  Establishing a single window
While  the  automation  of  CCH  is  considered  a  positive  milestone  in  ensuring
implementation of IT in trade facilitation, it is evident that the whole process is limited in
application, in the sense that it has yet to be developed into a single-window initiative
linking  all  government  agencies  (e.g.,  various  ministries,  quality-testing  institutes  etc.).
However, in an era of paperless trade, this has to be overcome.  To that end, the current
form of automation needs to be upgraded to the level of establishing a single window.
This  can  then  be  expanded  to  creating  a  regional  single  window  within  the  South
Asian Association for Regional Cooperation.  The APEC single window initiative can be
a reference point in this regard.
In addition, more productive use of information technology must be made in order
to  increase  the  efficiency,  effectiveness  and  transparency  of  revenue  collection  by
expediting customs clearance procedures.  Such a measure will be a step towards effective
utilization of the automated system.  Furthermore, this will enhance transparency and help
eliminate corruption among customs officials.
2.  Expediting the automation process by eliminating
bureaucratic obstacles
The  Government  should  implement  immediate  measures  to  complete  all
bureaucratic formalities in order to ensure timely operation of the automation project at
DCH.    In  addition,  the  Bangladesh  Bank  should  not  delay  issuing  the  required  official
circular  to  expedite  the  process  whereby  importers  and  exporters  use  electronic  fund
transfers to pay their customs duty directly from their accounts.
3.  Ensuring better risk management procedures
A state-of-the-art automation system needs to be put in place to ensure customs
“data mining”.  This is critical not only in terms of simplifying document lodgement, but also
to  ensure  effective  risk  management  procedures,  including:    (a)  screening  shipments
against predetermined risk criteria based on documents lodged; (b) identifying the nature
and  level  of  risk,  and  prioritizing  accordingly;  and  (c)  resolving  the  risk.   Although  the
green, yellow and red channel concepts are in operation, they are mainly implemented on
the basis of self-determination by the customs officials.  The customs database needs to
be designed in such a way as to maintain historic data on importers and exporters, which
will eventually help to determine the level of risk based on the compliance record of the
traders.137
4.  Introducing the concept of Authorized Economic Operator
Authorized Economic Operator or “authorized trader” refers to businesses that are
sufficiently well-known and trusted by the customs authorities for them to be exempted
from ordinary controls, and subject to much lighter or flexible procedures and requirements.
Such  businesses  are  frequent  and  reliable  traders,  with  good  compliance  records  of
accurate declarations and timely payments.  Bangladesh should formulate a set of criteria
to determine traders’ eligibility as AEOs.  The underlying objective of the initiative would be
to  enable  importers  and  exporters  to  benefit  from  expedited  clearance  and  increased
security for shipments entering or leaving the region.  Such benefits could also include the
option  of  periodic  payment  of  duty  for  compliant  traders.    The  AEO  programme  was
officially  launched  in  Europe  on  1  January  2008.    As  mentioned  above,  the  “SAFE
Framework”, developed by WCO, details the conditions and requirements for AEOs.
5.  Fostering customs-to-customs cooperation
Harmonization of customs procedures with international standards largely depends
on  the  degree  of  cooperation  among  the  customs  authorities  in  various  countries.
Bangladesh, in strategic partnership with its regional neighbours, will need to put in place
a  mechanism  to  ensure  proper  and  adequate  exchange  of  information  with  customs
authorities of other countries.  A policy should also be developed on introducing periodic
training programmes whereby the customs authority in one country, individually or jointly
with  another  Customs  Administration,  will  train  officials  of  customs  and  other  border
agencies from member countries of the South Asian Association for Regional Cooperation
and the Bay of Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation on
the  latest  relevant  developments,  both  within  and  outside  the  regional  blocs.    Such
measures are crucial not only to ensuring supply chain security, but also for faster clearance
of goods at the ports.
6.  Ensuring customs-to-business cooperation
With  to  the  aim  of  ensuring  effective  utilization  of  the  automated  system,  the
Government needs to set up the necessary infrastructure as well as train customs officials
and representatives of the private sector (including SME representatives, shipping agents
and freight forwarders).  This is very important, not only to ensure “informed compliance”
on the part of the business community, but also to strengthen their relationship with the
customs authorities.  A sound and effective customs-to-business consultation mechanism
should also be developed to ensure adequate participation by all relevant stakeholders.
7.  Strengthening business-to-business relationships
The  launch  of  the  SME  Foundation  in  mid-2007  earned  the  Government
appreciation  from  all  segments  of  the  business  community.    One  of  the  landmark
programmes of the Foundation was the establishment of 32 helpline centres for SMEs to
use the Internet and receive training on the use of IT.  In addition, the Foundation should
ensure  that  new  members  with  the  potential  to  perform  better  in  international  markets
receive guidance and assistance from the more experienced “international SMEs” (Lester138
and  Terry,  2008)  with  regard  to  identifying  and  clarifying  the  problems  faced  on  the
international front.
8.  Identifying needs and priorities
The previous sections of this chapter have raised a number of critical issues that
need immediate attention from policymakers.  In considering these issues, the Government
should carry out a needs assessment study, taking advantage of the needs assessment
tool developed by OECD, with particular focus on the concerns of SMEs in relation to
trade facilitation.  Priorities will then have to be set for resource allocation.
9.  Providing stimulus packages for business sectors
In view of the current recession in the developed world and the various stimulus
packages offered by Bangladesh’s competitors, the Government needs to become proactive
by designing and offering trade-enhancing stimulus packages to help SMEs deal with the
fierce competition in its major international markets.  Close monitoring of the developments
taking place at the international and domestic levels is required.  One way of doing this is
for the Government to set up sector-specific monitoring cells comprising relevant ministries,
business bodies and trade analysts.  Although a number of measures have been proposed
under the national budget for 2009/10 – some of which have already been implemented –
in order to safeguard the domestic economy from negative impacts of the global economic
crisis, more allocations are required for SMEs and more sectors need to be covered.
In addition, the Government must seriously take into account the importance of IT
application in trade facilitation.  This will help SMEs to act as a thrust sector for balanced
and  sustainable  industrial  development  in  the  country,  by  enabling  them  to  face  the
challenges  of  the  free  market  economy  and  globalization.    Ensuring  trade  facilitation
through the proper application of IT will play a significant role in attaining this objective.
10.  Ensuring effective participation in WTO negotiations
Bangladesh needs to monitor closely the developments taking place in the ongoing
WTO Doha Development Round negotiations.  The submission of a needs-based proposal
to the Negotiating Group on Trade Facilitation is also required on an urgent basis.  To this
end,  careful  scrutiny  of  the  ongoing  WTO  negotiations  regarding  trade  facilitation,  and
examination of how these negotiations could help Bangladesh by reviewing the proposals
in  the  WTO  negotiations  and  their  possible  implications,  should  be  carried  out  at  the
national level.
Effective implementation of the above recommendations could play a positive role
in ensuring meaningful participation by SMEs in Bangladesh’s external sector performance.139
Annexes
Annex 1.  Data tables and figures
Annex table 1.  Definition of SMEs in Bangladesh
Source Small enterprise Medium-sized enterprise
Industrial Policy, 1991 • Manufacturing and services activities with a fixed total
investment not exceeding Tk 30 million (US$ 430,500)
(excluding cost of land, establishment, and transport cost
of assets, tax and duty).
• No distinction was made between small and medium-sized
enterprises.
Industrial Policy, 1999 • Enterprises employing • Enterprises employing
fewer than 50 workers 50-99 workers and with
and/or with a fixed capital a fixed capital investment
investment of less than between Tk 100 million
Tk 100 million (US$ 1.45 million)
(US$ 1.45 million). and Tk 300 million
(US$ 4.35 million).
Industrial Policy, 2005 • Manufacturing sector: • Manufacturing sector:
industries having fixed Industries having fixed
assets below Tk 15 million assets between Tk
(US$ 218,000). 15 million (US$ 218,000)
• Non-manufacturing sector: and Tk 100 million
enterprises employing (US$ 1.45 million).
less than 25 labourers. • Non-manufacturing sector:
Enterprises employing
25-100 labourers.
Bangladesh Bank, 2008 • Services:  Total fixed • Services:  TFA of Tk
assets (TFA) of Tk 50,000 5 million (US$ 72,500)
(US$ 725) to Tk 5 million to Tk 100 million
(US$ 72,500) (excluding (US$ 1.45 million)
land and building). (excluding land and
Less than 25 employees. buildings).
• Trading:  TFA of Tk 50,000 Less than 50 employees.
(US$ 720) to Tk 5 million  • Trading:  TFA of
(US$ 72,500) (excluding Tk 5 million (US$ 72,500)
land and building). to Tk 100 million
No. of employees: (US$ 1.45 million)
less than 25 persons. (excluding land and
• Manufacturing:  TFA of building).  Less than
Tk 50,000 (US$ 720) to 50 employees.
Tk 15 million • Manufacturing:  TFA of Tk
(US$ 218,000) 15 million (US$ 218,000)
(excluding land and to Tk 200 million140
building).  Less than (US$ 2.9 million)
50 employees. (excluding land and
building).
Less than 150 employees.
Source: Adapted from M.E. Islam M.M. Rahman, and N.N. Rikta, 2008.
Annex table 1 (continued)
Source Small enterprise Medium-sized enterprise











1996/97 4 017.7 98.7 1.3 * 6 795.9 74.7 10.1 15.2
1997/98 5 046.4 97.6 2.4 * 7 015.3 85.0 5.1 10.0
1998/99 5 110.7 98.6 1.4 * 7 095.7 83.9 4.3 11.8
1999/2000 4 917.8 98.3 1.7 * 7 394.6 84.5 11.2 4.3
2000/01 5 679.7 90.9 9.1 * 8 097.6 86.0 8.5 5.5
2001/02 5 260.6 92.6 7.4 * 9 027.4 92.9 7.0 0.1
2002/03 5 835.7 90.8 9.2 * 8 742.7 85.4 7.7 6.9
2003/04 7 416.0 99.2 0.8 * 10 695.0 98.8 * 1.2
2004/05 8 679.4 100.0 * * 12 542.0 99.1 * 0.9
2005/06 10 315.3 100.0 * * 14 346.2 99.5 * 0.5
2006/07 12 318.0 99.0 * 1.0 16 205.5 99.5 * 0.5
2007/08 14 372.2 82.1 15.5 2.4 21 818.1 80.8 12.2 7.1
Source: Bangladesh Bureau of Statistics, 2009.
*  Data not reported.141
Annex table 3.  Vessels handled at Chittagong and Mongla ports
Both ports Chittagong port Mongla port
Year Number of Number of Number of Number of Number of Number of
Vessels days*  Vessels days Vessels days
1992/93 1 437 7.76 1 058 5.1 379 15.17
1993/94 1 376 4.87 1 070 4.42 306 6.45
1994/95 1 553 5.66 1 172 4.88 381 8.04
1995/96 1 652 5.93 1 286 5.13 366 8.72
1996/97 1 694 5.46 1 326 4.69 368 8.25
1997/98 1 599 16.46 1 257 7.11 342 9.35
1998/99 1 810 14.3 1 425 6.49 385 7.81
1999/2000 1 778 12.87 1 439 5.9 339 6.97
2000/01 1 930 11.3 1 615 6.15 315 5.74
2001/02 1 823 9.91 1 557 5.1 266 4.81
2002/03 1 974 8.61 1 683 4.76 291 3.85
2003/04 2 194 8.56 1 748 4.24 446 4.32
2004/05 2 438 8.3 1 983 4.57 455 3.73
2005/06 2 682 9.55 1 906 4.93 776 4.62
2006/07 2 106 10.31 1 913 6.38 193 3.93
2007/08 2 202 10.07 2 074 5.07 128 5.00
Source: Bangladesh Bureau of Statistics, 2009.
*  Weighted average.142
Annex table 4.  Cargo handled at Chittagong and Mongla ports
(Unit:  ’000 metric tons)
Year
Total for Chittagong Port Mongla Port
both ports Total Export s Imports Total Exports Imports
1995/96 13 028 10 189 1 451 8 738 2 839 396 2 443
1996/97 13 192 10 498 1 435 9 063 2 694 520 2 174
1997/98 11 253 8 386 692 7 694 2 867 528 2 339
1998/99 13 835 10 514 650 9 864 3 321 369 2 952
1999/2000 14 336 11 326 551 10 775 3 010 310 2 700
2000/01 14 961 12 254 578 11 676 2 707 305 2 402
2001/02 15 673 13 420 585 12 835 2 253 306 1 947
2002/03 17 034 15 274 67914 59 5 1 760 351 1 409
2003/04 16 600 15 105 547 14 558 1 495 317 1 178
2004/05 18 530 17 053 580 16 473 1 477 222 1 255
2005/06 19 401 17 917 583 17 334 1 484 269 1 215
2006/07 19 076 18 159 510 17 649 917 253 664
2007/08 19 028 18 301 454 17 847 727 209 518
Source: Bangladesh Bureau of Statistics, 2009.143
Annex table 5.  Role of stakeholders in IGM and EGM module
Stakeholder Different roles Tasks
Shipping As:  feeder • Shall declare the vessel name, and the voyage apply
agents vessel declaring for rotation number online to CHC.
agent (SAF) • Once the shipping agent receives all the manifests
from all the parties such as shipping agents (main
line operator with boxes), freight forwarders etc., any
short/excess goods found after comparison with his
own record will be recorded as remarks.  (For
example, if the number of boxes received on the
manifest is 500 TUES and actual incoming terminal
departure report shows 490 TUES, then SAF will
indicate this with a remark of “10 TUES” and note
from the record to whom the cargo belongs.) SAF
will also submit documents such as:
– Letter of authorization
– Arrival report duly signed by master
– Retention cargo certificate
– Inward certificate from the shipping master
– Load line certificate
– Certificate that the ship is not carrying any
dangerous cargo
– Last port clearance
– Stores list
– List of arms and ammunition and explosives
As per the usual practice for the final entry of the
vessel.
Shipping As:  main line • Shipping agents (MLO with boxes) will submit their
agents operator (MLO) manifest data electronically via the Internet.
with boxes • Also, the file upload application software can be
used to upload the IGM data through an Excel file.
• Assign a freight forwarder as a consignee or notify.
Freight • The freight forwarders sign in and submit their
forwarders respective manifests
• Assign a clearing and forwarding agent or ultimate
importer.
Clearing and • Clearing and forwarding agents will be able to see
forwarding the manifest and:
agents – Submit cross-match information
– Update cross-match information
– View dispute list
– Assign themselves as a clearing and forwarding
agent.
• If otherwise, the matter will be treated in accordance
with the customs law.144
Chittagong Port • Input vessel arrival and departure times and dates
Authority into the system
• Can view IGM information and able to input
discharge, delivery and elicit information of particular
IGM and its container for full container load (FCL)
and less than full container load (LCL).
Off Docks/ ICD • Can view IGM information, input discharge and
delivery, and elicit information about a particular
IGM and its container for FCL.
Customs House • Create a role base user/org. list with access
permission.
• Assign an auto rotation number (general/
supplementary); the IGM/EGM and CCH respective
desks will update the rotation-related record in their
books.
• Submit disputes.
• View incoming amendments.
• Check and approve amendment requests.
• Give final approval of amendment request.
• Generate a report of each up–to-date IGM.
• Generate dynamic reports combining line + B/L
number, which items they handle for which IGM, for
which shipping agent and MLO/freight forwarder,
and which clearing and forwarding agent
• IGM operation status update such as:  bill of entry
not yet posted; bill of entry posted but not yet
accessed; accessed but not paid; paid but not
delivered.
• Once all the related manifest data have been
received by CCH, and after verification with other
documents such as BE, the bank document will issue
the findings by noting on the respective manifest.
The stakeholders will be able to see the notes once
they sign on to the system.
• Customs should able to view the task list of clearing
and forwarding agents for the importers they are
representing.
• All requests from MLO for amendment have to be
processed.
• Revolving account management to realize various
deducting amendments from various MLOs/freight
forwarders
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Annex table 6.  Role of stakeholders in Bill of Entry module
Stakeholder Tasks
Clearing and forwarding • Review the manifests.
agents • Create working list and Bill of Entry.
• Update Bill of Entry.
• Check whether or not the number of packages, invoice
value, items etc. is correct.
• Final submission of Bill of Entry.
• Detail of Response Message process status check.
• After-assessment.
• Declaration status check.
• Add additional information (add/edit).
• Report (view).
Traders (importers, • Clearing and forwarding agents will be able to see the
exporters etc.) manifests and:
– Create working list;
– Bill of Entry;
– Update Bill of Entry;
– Check whether or not the number of packages, invoice
alue, items etc. are correct.
• Final submission of Bill of Entry.
• Delete.
• Detail of Response Message process status check.
• After-assessment.
• Declaration status check.
• Add additional information (add/edit) and report (view).
Custom House • View Bill of Entry submitted by the organizations.
• Bill of Entry submission process status –
completed/in process.
• After successful submission of the Bill of Entry, the remaining
processes should be completed through ASYCUDA++.
Source: DataSoft.
Navy • For dangerous goods and hazardous cargo.
After the manifest is declared on the control panel,
Navy users (assigned personnel) will inspect the
cargo description and make their marks/comments/
action on it for further action
Bank and • Assist in opening revolving accounts for the
Financial immediate stakeholders.
Institutions • Define the mechanism to debit/credit via intra-bank
and inter-bank.
• L/C and L/CA information.
• Amendment.
Source: DataSoft.
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VI.  THE IMPACT OF INFORMATION TECHNOLOGY-
RELATED TRADE FACILITATION MEASURES ON
SMALL AND MEDIUM-SIZED ENTERPRISES:
AN OVERVIEW OF INDIA’S EXPERIENCE
By Sachin Chaturvedi*
Introduction
In  the  early  1990s,  India  launched  a  comprehensive  economic  liberalization
programme that was supplemented by the introduction of various trade facilitation (TF)
measures,  including  efforts  to  improve  cargo  clearance,  through  the  introduction  of
automation-related initiatives.  The introduction of the Information Technology Act in 2000,
which  proposed  institutional  support  to  ensure  commitment  for  e-governance,  provided
a major policy impetus for TF.  This led to the establishment of a Certificate Authority for
accepting electronic signatures, and boosted the growth of Information Technology services
and IT Enabled Services (ITES) in the trade sector.
A further thrust for trade facilitation in India came through the budget speech of the
Union Finance Minister (1999-2000) that articulated the necessary political will for launching
various TF measures and announced the setting up of a Task Force on Indirect Taxes
chaired by Mr.  Vijay Kelkar (Kelkar Committee).  The Task Force, in its report, suggested
a major automation programme for the Customs Department.  The Information Technology
Act, 2000 empowered the Central Board of Excise and Customs (CBEC) to issue digital
signature certificates, which makes it possible to provide legal validity to the electronic
declarations (Standing Committee on Finance, 2005).
In 2004, the Ministry of Finance established a Working Group on Trade Facilitation
to suggest a roadmap for developing a comprehensive action plan for trade facilitation.  It
suggested evolving specific policy instruments related to dwell time, greater automation
and  other  issues  in  order  to  improve  the  effectiveness  of  the  Indian  trade  facilitation
measures.  Since October 2004, when the Working Group released its report, CBEC has
implemented several measures (Central Board of Excise and Customs, 2005 and Roy,
2004).
In the Indian context, several studies such as those by Chaturvedi (2007), Taneja
(2004) as well as Sengupta and Bhagabati (2003) assessed the impact of adoption of TF
measures on the government’s functioning from various perspectives.  There are apparently
no studies on the implications of TF measures for the private sector, particularly for small
and medium-sized enterprises (SMEs).  In 2006, the Committee on Infrastructure chaired
by the Prime Minister constituted an Inter-Ministerial Group (IMG) to suggest ways and
means for reducing dwell time for cargo clearance (Planning Commission, 2006), but its
* Senior Fellow, Research and Information System, New Delhi.152
focus was not on how SMEs or the private sector as a whole cope with the new working
environment  vis-à-vis  customs  and  other  agencies.    In  this  context,  the  debate  at  the
World Trade Organization (WTO) negotiations becomes equally interesting.  The European
Union (EU) and Switzerland have raised the issue of equal and transparent treatment for
customs  brokers,  particularly  for  the  new  entrants  (WTO,  2006  and  2008a,  b,  and
Chaturvedi, 2006).
The EU, in another proposal with Mongolia, delineated specific criteria for authorized
traders such as an appropriate record of compliance with customs requirements, a system
of managing records to allow for necessary controls, financial solvency (including, where
appropriate, provision of a sufficient security/guarantee), and an appropriate system of
security and safety standards (WTO, 2008a).
Some of these issues are discussed in the following sections.  Section A deals with
the role of SMEs in exports while section B details evolution in the use of IT for cargo
clearance.  Section C examines the impact of IT trade facilitation measures on SMEs.
Section  D  presents  stakeholder  interviews  on  the  impact  of  information  technology
automation  in  trade  facilitation.    Section  E  concludes  the  chapter  and  proposes  some
recommendations.
A.  External sector and role of SMEs in India
The Indian economy embarked on a high growth path from the beginning of its
reform  programme  in  the  early  1990s.    India’s  external  sector  performance  has  been
robust since the beginning of the economic reforms, and received further impetus during
the early part of the new millennium.  The overall growth performance of the sector was
more profound in the present decade as shown in figure 1.  The external sector expanded
at an average rate of 25.6 per cent from 1999-2001 to 2005-2007 in US dollars terms, and
at  the  rate  of  20.9  per  cent  in  rupee  terms  during  the  same  period.    The  value  of
merchandise exports reached US$ 162 billion in 2007/08 (figure 1).  Similarly, merchandise
imports grew by 24.5 per cent to US$ 251.5 billion in 2007/08 (Chaturvedi and Mohanty,
2007).
In  the  Indian  economy,  SMEs  play  an  important  role  in  the  country’s  economic
growth  and  trade  (Das,  2007,  and  Mohanty  and  Arockiasamy,  2008).    Recently,  the
Government of India restructured the ministries dealing with SMEs by amalgamating the
Ministry of Small-Scale Industry and the Ministry of Agro and Rural Industries.
1  The new
establishment  is  known  as  the  Ministry  of  Micro,  Small  and  Medium  Enterprises.   As
table 1 shows, micro, small and medium enterprises (MSMEs) are defined differently for
the manufacturing and services sectors under the Micro, Small and Medium Enterprises
Act, 2006.
1 The President, under Notification of 9 May 2007, amended the Government of India (Allocation of
Business) Rules, 1961.153
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Table 1.  Definition of micro, small and medium enterprises
Investment in plant and machinery/equipment
(excluding land and buildings)
Manufacturing enterprises Service enterprises
Micro Up to US$ 56,000 Up to US$ 20,000
Small More than US$ 56,000 and up to More than US$ 20,000 and up to
US$ 1.12 million US$ 45,000
Medium More than US$ 1.12 million and up to More than US$ 45,000 and up to
US$ 2.25 million US$ 1.12 million
Source: Ministry of Small-Scale Industries, 2007.154
The MSMEs are playing an important role in the Indian economy.  It is estimated
that, in terms of value, the sector accounts for about 39 per cent of the manufacturing
output  and  around  33  per  cent  of  the  total  export  of  the  country  (Ministry  of  Finance,
2008).  The sector has also shown a higher growth rate compared with the overall industrial
sector.
2  A major advantage of the sector is in terms of employment potential, as it is
estimated that 31 million persons are employed by 12.8 million enterprises.  As indicated
in figure 2, MSMEs have continuously contributed towards the expansion of exports from
these units.
2 The present policy of the Government allows the bigger players to set up units even in the sectors
that  are  reserved  for  SSI.   As  per  paragraph  2.18  of  the  Handbook  of  Procedure  issued  by  the
Directorate-General of Foreign Trade, this is allowed, subject to fixing of some export obligations on
those units.  Originally it was 75 per cent then later reduced to 50 per cent, i.e., 50 per cent of total
production was to be exported.  The provision still stays, but the percentage is now no longer uniform
and will be decided by a committee.  Therefore, even a large-scale factory can be setup in such
sectors if the company accepts the export obligation.
Figure 2.  Share of micro, small and medium enterprises in Indian exports
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Further,  MSMEs  have  continued  to  enjoy  exclusive  manufacturing  rights  over
several items during the past several years.  However, during the period of liberalization
the list with exclusive areas for MSMEs has been reduced.  Initially, there were more than
800 items listed but this has been reduced to 21 items including such products as PVC
pipes,  rolling  shutters,  steel  furniture,  padlocks,  laundry  soaps  and  utensils  (Economic
Times, 2009).155
B.  Evolution in the use of IT for cargo clearance
The Central Board of Excise and Customs (CBEC) is the nodal agency under the
Ministry of Finance, which is spearheading the customs’ automation programme in a major
way.  CBEC maintains a comprehensive website that contains detailed information on all
the  acts,  rules,  regulations,  circulars  and  CBEC  notifications  issued  from  time  to  time.
More than 30,000 pages covering these details are posted on the website.  In addition,
there is a powerful search facility for extracting relevant information on the site.  CBEC
released  a  “Vision  and  Strategy  Document”  in  1998,  emphasizing  commitment  to  TF
through  a  practical  and  pragmatic  approach.   Adoption  and  application  of  information
communication technology (ICT) is the major plank of the Indian Customs’ initiatives to
expedite the clearance of import and export cargo, and to provide a fool-proof paperless
system of assessment and clearance.  India has launched trade enabling policy reform.  In
this context, it has initiated various efforts, including the setting up of the Indian Customs
and  Excise  Electronic  Commerce/Electronic  Data  Interchange  Gateway  (ICEGATE),
“eTrade” and “eBiz” under the national e-governance programme (table 2).
Table 2.  Various trade automation initiatives in India
Initiatives Parent department Year Coverage
Indian Customs CBEC, Ministry of Finance 1992 Specific customs locations
EDI System
ICEGATE CBEC, Ministry of Finance 1995 Integrated customs network
eTrade Ministry of Commerce and 1997 Compatibility between
Industry various trade agencies
ACP/RMS* CBEC, Ministry of Finance 2005 Compliant large traders
Port Community Indian Port Association, 2008 Integration of all the major
System Ministry of Shipping ports and major actors at
those ports
Source: Compiled by the author.
*
 Accredited Clients Programme/Risk Management System.
1.  Initiatives by CBEC
CBEC received approval of a budget of US$ 134 million in December 2007 from
the Cabinet Committee on Economic Affairs for a major IT consolidation programme.  The
programme covers the creation of a consolidated computing infrastructure for customs,
central excise and service tax applications, leading to the establishment of a centralized
server instead of separate servers for each of the automated centres.
3  At present, there
are 40 automated centres.  The scheme envisages the establishment of central servers
and storage area networks together with disaster recovery infrastructure, with the capacity
to  handle  all  transactions  related  to  customs,  central  excise,  service  tax  and  a  data
3 Hindu Business Line, 19 February 2009.156
warehouse.  The benefits of the scheme include better service levels to trade and will
assist CBEC in maintaining a more comprehensive information system.  As of 2010, the
new system is expected to integrate different agencies, such as the Directorate-General of
Foreign Trade (DGFT), the Directorate-General of Commercial Intelligence and Statistics
(DGCIS), the Container Corporation of India (CONCOR), the Central Board of Excise and
Customs, carriers and custodians for ports/airports/ ICDs, among others.
(a) Indian Customs EDI System
The customs automation programme was initiated in 1995 with the launch of the
Indian  Customs  EDI  System  (ICES)  at  Delhi,  and  was  later  (1996-1997)  extended  as
a stand-alone facility at 23 locations.  At present, it is functioning at 40 customs’ locations
covering more than 85 per cent of country’s foreign trade.  These include customs stations
at various airports, seaports, land customs stations and Inland Container Depots (ICDs).
At the automated locations, 96 per cent of the export documentation and 97 per cent of the
import documentation is processed (submitted and approved) electronically.  According to
the  data  provided  by  CBEC,  more  than  6.5  million  documents  are  processed  annually
through the system, which constitutes almost 85 per cent of the total trade transactions.
Several  novel  features  have  been  introduced  as  a  part  of  the  ICES  programme.    For
example, the filing of a separate drawback claim by exporters is not required, as the claim
is credited to the exporter’s bank account anywhere in India.
(b) Indian  Customs  and  Excise  Electronic  Commerce/Electronic  Data  Interchange
Gateway
CBEC further took steps to improve connectivity and achieve compatibility within
the custom’s stand-alone locations by launching ICEGATE in 2002.  This facilitates remote
filing of import and export declarations by importers/exporters/CHA through the ICEGATE
portal.
4  On average, 18,000-20,000 import and export declarations are filed daily using
the  ICEGATE  facility.   All  the  airlines  file  their  import  and  export  manifests  using  this
system.  Manifests are also filed by forwarders.  The facility of “round-the-clock” electronic
filing of customs documents for the clearance of goods is now available to 40 customs EDI
locations.
There are also options for a document tracking system, which enables users to
check  the  latest  status  of  their  documents  on  the  Internet.    CBEC  has  also  launched
E-  payment  and  online  registration  for  intellectual  property  rights  through  this  portal.
Exporters, importers and CHA can also check their IEC and Duty Entitlement Pass Book
Scheme licence status at the portal.  The release advice and IGM data is transferred from
one customs house to another using this facility.  The inter-agency data are automatically
transferred by the system to the concerned agency.  A 24-hour helpdesk is also available
to ICEGATE users.
4 See www.icegate.gov.in.157
In order to ensure the privacy, authenticity, integrity and reliability of the transactions,
CBEC  has  introduced  the  public  key  infrastructure  technology  popularly  called  digital
signature.  The Licensed Certifying Authority (iCERT) established by CBEC makes the
public key infrastructure available to its trading partners and departmental staff.  CBEC is
also establishing a Customs Data Warehouse (CDW) for storing data that may be made
available in a standard format for any enquiry/investigation or analysis, reporting etc.
(c) Accredited Clients Programme
In 2005, CBEC initiated a major programme to achieve a balance between trade
facilitation and compliance through voluntary compliance.  As a part of the programme, the
CBEC launched a Risk Management System (RMS) to enable self-assessment of low-risk
consignments.  The system is fully operational for imports at 23 major customs locations; it
also became operational for exports in 2009.
5  This initiative offers a greater measure of
facilitation to credible traders and will contribute towards reduction in the dwell time of
cargo and thus transaction costs.
With the introduction of RMS, the practice of routine assessment, and concurrent
audit and examination of almost all Bills of Entry was discontinued and the focus is now on
quality assessment, examination and post-clearance audit of the selected bills.  This is
helping the Customs Department to utilize its resources more effectively.  The purpose of
RMS is to facilitate a large number of Bills of Entry that are considered compliant with the
customs laws and regulations.  The self-assessed bills will be processed by the system to
evaluate the risk, if any.  Duty is calculated and the duty-payment document would be
generated by ICES.
Under  the  Accredited  Clients  Programme  (ACP),  which  works  through  RMS,
importers  with  an  exemplary  compliance  record  are  given  assured  facilitation.    The
qualifying criteria that are specified under ACP are that:  (a) the value of imported goods
should be above Rs 100 million (US$ 2 million) in a financial year or customs’ duty paid in
a financial year should be more than Rs 10 million (US$ 200,000); (b) there are at least
25 bills of entry in a financial year; (c) no cases have been booked for tax violations during
previous three years with the department; and (d) the company should have a reliable
system of record keeping and internal controls.  The implementation of ACP is part of
India’s  commitment  towards  the  International  Convention  on  Simplification  and
Harmonization of Customs Procedures, popularly known as the Revised Kyoto Convention,
Standard  3.32,  which  provides  special  Customs  clearance  procedures  for  authorized
persons who meet the criteria specified by the respective customs authority.
However, there are certain unresolved issues concerning this scheme in the case
of SMEs.  The requirements are much too high for micro and small-sized enterprises to
meet,  and  the  expectations  concerning  duty  paid  are  very  difficult  to  attain  even  for
medium-sized enterprises.  The SMEs therefore are excluded from this scheme.  It is only
available to importers; CHAs cannot participate in ACP, although they can file on behalf of
ACP-qualified importers.  Currently, ACP status has only been granted to 256 companies.
5 Personal communication with DG Systems (Customs Department).158
2.  Ministry of Commerce and Industry initiative
(a) eTrade initiative
It was felt that apart from automation of customs, other agencies involved in the
trade process should also participate in the automation initiatives.  In that context, in 1997
the Ministry of Commerce and Industry launched an eTrade initiative, which is a special
project  for  coordinating  various  trade-related  automation  programmes.    Operating  on
a pilot basis, the initiative focused on the automotive sector in response to the problems
generated  by  a  lack  of  compatibility  between  different  value-added  network  operators
(VAN) being used by large automotive players to source inputs from component suppliers
that are largely SMEs.  The eTrade initiative could provide a common platform for all the
operators.  However, after the pilot phase, the project was extended in 2003 with a larger
mandate.  This included inter-agency coordination for facilitating e-filing and e-payment as
per  international  standards  and,  if  required,  undertaking  process  re-engineering  for
obtaining inter-agency message formats in a compatible manner.
The objective is to provide an electronic interface between various trade regulatory
and facilitating agencies and the trading community to ensure delivery of better services.
The regulatory and facilitating agencies involved (as indicated in figure 3) include customs,
Directorate-General  of  Foreign  Trade,  the  Reserve  Bank  of  India  (Central  Bank)  and
export promotion organizations.  Transport-related agencies are also involved, such as
Indian  Railways,  various  airlines,  the Airports Authority  of  India  (AAI),  the  Indian  Port
Authority, CONCOR and the Directorate-General of Commercial Intelligence and Statistics.
CHAs and trading community members are also being served by the eTrade project.  The
major areas that are being addressed under the project are detailed below.
(i) Process re-engineering
A  process  re-engineering  committee  was  formed,  which  submitted  its  report  for
streamlining  the  processes  leading  to  effective  and  efficient  information  flow  between
customs, AAI, ports, Directorate-General of Foreign Trade, CONCOR and their associated
agencies.  The report formed the basis for adoption and implementation of new processes.
(ii) Services covered
The  three  main  categories  of  services  covered  under  the  project  include:
(a) electronic filing and clearance of export/import documents by participating agencies
(i.e.,  customs,  ports,  airports,  CONCOR,  the  Directorate-General  of  Foreign  Trade,
exporters, importers and agents); (b) e-payment of duties and charges (handling/freight
etc. by ports, airports, CONCOR, the Directorate-General of Foreign Trade and customs;
and  (c)  electronic  exchange  of  documents  between  community  partners,  i.e.,  customs,
ports,  airports,  the  Directorate-General  of  Foreign  Trade,  CONCOR,  banks,  agents,
exporters, importers.159
(b) Standards
The  United  Nations  Centre  for  Trade  Facilitation  and  Electronic  Business  (UN/
EDIFACT) standards were declared as the national standards in 1996 for EDI developments
in India.  The message development groups were constituted for customs, ports, airports,
banking and the private sector.  In 1995, the article numbering and bar coding institution
GS1 India was also established.  Earlier, it was known as the EAN India.  As per UN/
CEFACT recommendations, a subcommittee was formed to work out the UN/LOCODE (for
global locations).  The Government is also planning to extend the advantages of these
standards to the wider trade community, including SMEs, by introducing new and integrated
technologies such as UNeDocs.
6
There have been several salient achievements by this initiative, such as speedy
electronic  issuance  of  licences  using  digital  signature  and  electronic  payment,  the
implementation of the customs electronic interface with the custodian at Delhi airport for
the import cycle and the Centralized Port Community System for major seaports.  The
Figure 3.  Various stakeholders in the eTrade project
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7 A vailable at the website http://etrade.gov.in.
8 Personal  communication  with  Mr.  Anurag  Mathur,  Executive  Director  (MIS),  CONCOR  India,
3 December 2008.
9 Number of coupled railway wagons.
10 Personal  communication  with  Mr.  Anurag  Mathur,  Executive  Director  (MIS),  CONCOR  India,
3 December, 2008.
eTrade  meetings  are  also  attended  by  traders  and  CHAs  who  detail  the  various
impediments they face due to a lack of coordination among various agencies.  Minutes of
these meetings
7 indicate that due to the participation of senior officers of the Ministry of
Commerce  and  Industry,  several  operational  limitations  are  addressed  in  a  timebound
manner.  The initiative was launched as a Mission Mode Project, with an advisory committee
headed by the Commerce Secretary and a project review mechanism to be undertaken
periodically by the Cabinet Secretary to the Government of India.  With this high-level
participation, any budgetary constraints and inter-agency disputes can be overcome with
much less effort.  The project in phase I covered about 80 per cent of India’s foreign trade
and 35 customs points.  In phase II, launched in December 2008, another 30 customs
points  were  to  be  added,  meaning  that  trade  coverage  would  increase  to  92  per  cent
(Ministry of Commerce and Industry, 2008).
3.  Container Corporation of India initiative
In cargo clearance, the IT programme of public sector enterprise CONCOR also
plays an important role (Ministry of Shipping, 2006).  CONCOR was established during
1988-1989  under  the  Ministry  of  Railways.    Initially,  it  had  a  stand-alone  automation
programme that was consolidated over the course of a decade, with a major effort being
made only in 2000.
8  Subsequently, in 2001, CONCOR established a centralized computer
system and enhanced its VSAT-based network, which now covers 61 locations.  CONCOR
has  also  introduced  electronic  filing  of  documents  by  commercial  systems  at  select
locations, which enables customers to file their documents electronically from their own
offices  (this  facility  is  available  only  for  containers  in  an  ICD.    CONCOR  has  a  wide
network of ICDs and nine domestic container terminals with more than 8,500 wagons, that
is, more than 150 rakes.
9  CONCOR formulated a strategic alliance for air cargo in 2008,
with  plans  to  establish  five  air  freight  stations.    The  firm  also  expected  to  finalize  a
strategic alliance for shipping to be implemented in 2010.
Among the severe criticisms that CONCOR has faced is one regarding compatibility
with other border agencies, particularly customs.  In order to address this issue, CONCOR
has established seven regional servers for better connectivity with EDI of customs.  The
data  are  being  used  online  in  processing  various  export-import  functions.    It  has  also
initiated a joint trial for ensuring programme compatibility at one of the major locations,
Dadari.
10    One  major  CONCOR  achievement  has  been  to  establish  a  centralized
pre-deposit  account  (PDA)  system  where  customers  can  carry  out  transactions  with
CONCOR at various ICDs with just one PDA.  Customers can find the available balance in
their PDAs at any of the terminals online.
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4.  Port Community System
In November 2008, the Indian Port Association, an agency under the Ministry of
Shipping, Road Transport and Highways, launched a centralized Port Community System
that  covers  all  the  major  ports  and  involves  all  the  stakeholders  (such  as  exporters,
importers, custom house agents, shipping lines, shipping agents, stevedores, transport
operators, banks, ports, terminal operators, customs, and other organizations/companies)
in the maritime logistics chain.
11  The system will facilitate exchanges of vital information
needed by each member of the community to perform their functions effectively as well as
improve the overall efficiency of maritime trade and the transportation cycle.
5.  Facilitating electronic coordination with other agencies
Coordination between the automation programme of the Customs Department with
that  of  other  agencies  continues  to  remain  a  major  hurdle  for  the  trading  community.
There are several agencies involved at the border and each one of them is at a different
level of automation.  In addition, at times a completely different format for information filing
is required.  Moreover, adding to the prevailing confusion, conversion packages are also
unavailable for most of the transactions.  The digital divide between public and private
operators is highly visible.  For example, in the air sector, AAI is at a very low level of
automation, while the new private airports such as Delhi International Airport Ltd., Mumbai
International Airport Ltd., Bangalore International Airport Ltd., Hyderabad, and International
Airport Ltd.  are highly tech-savvy.
Most Indian exports/imports (more than 90 per cent) are routed through 12 major
ports and 139 minor or intermediate ports.  The 12 major ports are managed by the Port
Trust  of  India  (central  Government)  and  they  handle  90  per  cent  of  the  all-India  port
throughput.  Most of the ports in India are administered by the Ports Authority of India and
there are very few private ports; however, each port possesses its own software and has
in place its own procedures for cargo clearance.  With the growing practice of appointing
operators for managing Container Freight Stations (CFSs),
12 the number of people in the
cargo clearance chain has expanded further.  For example, the Jawaharlal Nehru Port
Trust has 39 CFSs while Chennai port has 30 CFSs.  Then there are carriers of cargo
11 See website at http://ipa.nic.in/pcs/Pcs.asp#Introduction.
12 With the new modes of transportation and increases in international trade and containerization,
the ports were becoming congested.  To ease this problem, the concept of Container Freight Stations
(i.e.,  an  off-dock  facility  to  handle  international  and  national  cargo)  was  born.    Container  Freight
Stations (CFSs) – also referred to as dry ports – provide various services for handling container/cargo
outside the port.  They also facilitate in-transit container handling, examination and assessment of
cargo with regard to regulatory clearances for both imports and exports.  A CFS is an integral part of
the logistics chain in relation to the movement of containerized cargo.162
such as MLOs, shipping lines and steamer agents, which have to file EGMs and IGMs.
ICD
13 operators and the Central Warehouse Corporation are also key actors.
It is also important to have e-compatibility of banks, otherwise major challenges
may be created for the trading community in the cargo clearance process.  CBEC has
changed the policy of “one port-one bank” to a more accommodative policy allowing at
least  two  or  three  banks  at  a  given  location.    At  least  four  banks  are  designated  at
a particular location for e-payments.  A proposal for identifying 14 banks through which
e-payment may be made at any location was under consideration as of early 2009.
The mismatch of software programmes between the Customs Department and the
Directorate-General of Foreign Trade has created many problems for traders.  The Bill of
Entry and Shipping Bill for any goods imported or exported under any export promotion
scheme requires details of licences issued by the Directorate-General of Foreign Trade to
be mentioned in the electronic format.  As the Directorate-General of Foreign Trade does
not issue electronic licences, this remains a major limitation of the EDI facility.  However,
on 1 September 2005, the Directorate-General of Foreign Trade began issuing, on a trial
basis, licences with a digital signature for EDI Shipping Bills.  Initially, the customs EDI
was  unable  to  recognize  the  entries  in  the  abstract  and  descriptive  form  (Planning
Commission, 2006), but the problem was resolved in early 2007 when the scheme was
officially launched.  However, a few non-EDI ports remain where Duty Entitlement Pass
Book Scheme Shipping Bills have to be filed manually (e.g., Raxaul Land Customs Station
and Petrapole Land Customs Station).
The  Customs  Department  and  the  Directorate-General  of  Foreign  Trade  are
currently  working  on  electronic  transfers  for  Export  Promotion  Capital  Goods  Scheme
licences.  Various matters related to software compatibility are still pending with regard to
the issuance of advance licences between the two agencies.
6.  Dwell time
In a submission to IMG on “Customs Procedures and Functioning of Container
Freight Stations and Ports”, the Ministry of Shipping suggested that the EDI facility for
filing IGMs and EGMs at customs should be extended to all holidays to facilitate easy
transaction of trade (Planning Commission, 2006).  The ministry also suggested that as
customs at most ICDs do not have provisions for accepting EDI, implementation of the EDI
facility should be expedited at all ICDs and ports where it is not yet available.  The trading
community pointed out to IMG that the customs automation programme should consider
13 Functionally,  there  is  no  distinction  between  an  ICD  and  a  CFS  as  both  are  transit  facilities
that  offer  services  for  containerization  of  break-bulk  (packaged  but  non-containerized)  cargo  and
vice-versa.  These could be served by rail and/or road transportation.  An ICD is generally located
away from the servicing ports, outside the port towns.  A CFS, on the other hand, is an off-dock facility,
located near the servicing port, which helps in decongesting the port by shifting cargo and customs-
related  activities  outside  the  port  area.    CFSs  are  largely  expected  to  deal  with  break-bulk  cargo
originating/terminating in the immediate hinterland of a port, and may deal with rail-borne traffic to and
from inland locations.163
e-payment of duties and should encourage importers to file prior Bills of Entry and electronic
transfer  of  licences  from  the  Directorate-General  of  Foreign  Trade.    This  led  IMG  to
recommend that the customs message exchange with ports, airports, CFSs, CONCOR,
banks and the Directorate-General of Foreign Trade should be implemented under the
extended  automation  programme  while  the  manual  system  should  be  gradually
discontinued.  However, no time frame was suggested.
A detailed discussion was held at IMG on e-payment of duties, and a deadline of
31 March 2006 was suggested.  According to the trading community, however, it is still not
in place.
14  In the context of extending the working hours at major ports and ICDs, IMG
pointed out that it was important for relevant staff to be made available from other agencies
such as ports, banking, security, customs house agents and shippers if CBEC decided to
extend customs facilities.  Growing attention is being paid by CBEC to cargo dwell time.
As  table  3  indicates,  there  is  a  total  dwell  time  of  345  hours  at  Nhava  Sheva,
Mumbai Port, 320 hours at Chennai Customs and 165 hours at ACC, Sahar, Mumbai.  The
customs’ procedures comprising steps 3 and 6 (i.e., filing of a Bill of Entry, assessment
and goods registration, and out-of-charge) accounts for 7.31 per cent of this total time at
Nhava Sheva, 22.42 per cent at ACC, Sahar and 21.64 per cent at Chennai.  This huge
difference  in  performance  at  the  customs  stations  is  due  to  various  factors.    While
performance at Nhava Sheva has improved tremendously due to the introduction of RMS,
which has resulted in much less cargo having to be examined, at Sahar (which is an air
cargo point) it takes longer as much larger consignments have to be physical examined.
The  nature  of  goods  received  at  Sahar  is  also  a  contributory  factor,  as  it  involves
high-value critical items for which no customs officer would accept the risk.
15
Another  important  reason  for  the  delay  is  the  limited  capacity  of  the  customs
server.    Since  more  and  more  people  are  using  ICEGATE,  they  generally  file  their
documents at night (when usage is much lower) and wait for clearance the following day.
This contributes to a higher dwell time.  The number of customs’ officials is also an issue
in this context.
There is a considerable degree of difference in the dwell time taken by various
procedures.  For example, the time taken from filing a Bill of Entry to assessment is 10.1
per cent of the total dwell time in Nhava Sheva, whereas the same procedure takes more
than double that time in Chennai.  There are noticeable variations among the three major
ports in terms of the relative time taken from payment of duty to goods registration.  The
level of deviation varies from 5.8 per cent in Mumbai to 20.7 per cent in Chennai.  In this
category, the variations noticed between Mumbai and Nhava Sheva are significant despite
the  fact  that  both  of  them  belong  to  the  same  province  and  have  close  geographical
proximity.  The overall position at the three ports indicates that the major portion of the
dwell time is taken up by entry inwards up to submission of the Bill of Entry by an importer.
14 Personal Communication with Mr. Raman Raj Sood, President, Delhi Customs Clearing Agents
Association (DCCAA), New Delhi.
15 Personal communication with Mr. Dushyant, CHA, Mumbai.164
Table 3.  Dwell time data at selected points in India, 2007-2008
Parties andACC, Sahar, Chennai Nhave Sheva,
automation Mumbai Customs  Mumbai
Stage Parties Status Time Percentage Time Percentage Time Percentage
involvedof taken of total taken of total taken of total
 automation (hours)   dwell time   (hours)   dwell time (hours) dwell time










Filing of Bill Customs Automated 23.41 14.15 49.80 15.54 23.21 6.73
of Entry to
assessment
Assessment Importer/ Manual 48.13 29.09 65.45 20.43 90.10 26.12
to payment CHA and
of duty automated
option
Payment of Importer/ Partially 1.18 0.71 22.20 6.93 48.17 13.96
duty to CHA/ automated
goods bank/
registration Octroi
Goods Customs Examination 13.68 8.27 19.54 6.10 2.00 0.58







Entry Port/ Not 165.45 100.00 320.44 100.00 345.00 100.00
inwards to customs automated
out-of-
charge
Source: Based on personal communication of the author with the Systems Unit of the Customs
Department.
* Previously, IGMs were filed after arrival of the vessel, and only then could the Bill of Entry
be filed.  This added to the dwell time.  As per amendment to Section 30 in 2003, an IGM
must now be filed before the arrival of the vessel.  Hence, the dwell time attributable to IGM
filing has become nil.165
The relative dwell time taken in payments of duty, goods registration and filing of Bills of
Entry, and assessment is somewhat similar, while the relative dwell time involved from
assessment to payment of duty is relatively greater than the other two categories; however,
the amount of time taken by goods registration to out-of-charge is the least among all
categories.  The process involving customs shares close to 20 per cent of the total dwell
time (i.e., filing of Bills of Entry to assessment, and goods registration to out-of-charge).
It  is  increasingly  being  realized  that  further  simplification  of  the  import  general
manifest filing system is required.  Accordingly, instructions for correct and complete filing
of  import  manifests  with  necessary  flexibility  for  amendments  have  been  issued.   This
allows seamless transfer of import data on cargo, thus enabling expeditious clearance of
cargo by customs and other authorities.
C.  Survey of the impact of automation on SMEs
A survey of SMEs was carried out in collaboration with SME Times, a major weekly
newspaper  for  SME  enterprises.    Thirty  SME  firms  in  New  Delhi  were  given
a questionnaire,
16 with responses being received from 15 firms.  Interviews with seven
firms  were  held  as  a  follow  up.    Almost  all  were  found  to  be  processing  their  trade
documents through CHAs, due to the complexity despite partial automation.  Many of the
respondents  mentioned  that  customs  and  other  trade-related  agencies  were  based  in
different locations, which was very inconvenient as the firms had to go to the different
offices with the required documentation.
At  this  stage,  a  two-pronged  strategy  was  adopted  for  capturing  the  missing
information concerning this study.  It was decided to cover CHAs as well in the survey.
Eleven  CHAs  based  in  Delhi  and  Mumbai,  the  two  major  trade  centres  in  India,  were
interviewed.    When  various  cargo  clearance  units  are  located  in  different  places
coordination is a major challenge.  In this study, a few Delhi-based firms were interviewed
in addition to an assessment of whether locating all the services in one place through the
policy of Special Economic Zones (SEZ) had helped traders in terms of improving their
access  to  the  cargo  clearance  system.    The  Ministry  of  Commerce  and  Industry  has
initiated a major programme of promoting SEZ across the country to encourage exports
through  legislation  enacted  in  2006.
17   The  SEZ  units  are  exempt  from  taxes  such  as
customs duty, excise duty, central sales tax, State VAT, and income tax, and have all the
cargo clearance facilities in one place.  Permission and approval for setting up a unit are
provided under a “single window clearance” scheme.  Although 531 SEZ units have been
formally  approved,  only  260  are  operational.    India’s  first  Greenfield  SEZ,  located  at
Pithampur in Madhya Pradesh, was selected for this study, where 16 SME firms were
16 See  annex  1  of  ARTNeT  Working  Paper  66,  available  at  www.unescap.org/tid/artnet/pub/
wp6609.pdf.
17 The main objectives of the SEZ Act, 2006 are:  (a) the generation of additional economic activity;
(b) the promotion of exports of goods and services; (c) the promotion of investment from domestic and
foreign sources; (d) the creation of employment opportunities; and (e) the development of infrastructure
facilities.166
interviewed.  Thus, in total, this study covers 23 SMEs and 11 CHAs in addition to key
trade agencies such as CONCOR, the National Informatics Centre and customs (systems),
among others.
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1.  Results of the field survey
The survey focused on SME participation in the automation initiative of the Customs
Department.    Initially,  46  SMEs  were  contacted,  of  which  31  responded  and  23  were
interviewed.  It is worth noting that almost all the firms that were contacted directly said
they  did  not  utilize  direct  filing  of  customs  documents.    They  continued  to  depend  on
customs house agents despite the fact that some of them were aware of the launching of
initiatives such as ICEGATE.  According to 67 per cent of the SMEs interviewed, they were
aware of the advantages of EDI and even of RMS; however, they felt that they could not
handle the system and that only CHAs could do so (figure 4).  One of the reasons given by
most of the SMEs was the complications inherent in the process, as it was only partially
computerized and automated.  This required carrying papers to various offices for clearance
and the release of cargo.  On further inquiry, most of the SMEs felt that because the
classification of goods and the time required for doing so were two important challenges to
SMEs, they preferred to outsource work to CHAs.  In their view, dealing with customs and
cargo clearance was mainly something that only CHAs could handle.
18 ARTNeT  Working  Paper  66,  annexes  2  and  3,  available  at  www.unescap.org/tid/artnet/pub/
wp6609.pdf.
Figure 4.  SMEs’ awareness of automation system
Many of the SMEs held the opinion that the cost of operations had increased since
the  introduction  of  various  automation  initiatives.    CHAs  charge  private  companies  an
additional amount for electronic filing, on the basis of per document.  In the survey, only
33 per cent of SMEs were unaware of the new changes introduced in cargo clearance.
Most of the SMEs were of the view that it was uneconomical for them to file their own





One  SME  in  New  Delhi  pointed  out  that  very  little  value  was  attached  to  the
importance of SMEs in the trade sector, despite their high contribution.  Thus, while the
recent  introduction  of  the  ACP  had  improved  dwell  time  and  speeded  up  the  cargo
clearance  process,  somehow  the  ACP  provisions  had  not  covered  SMEs.    The  ACP
structure favours large companies whose value of imported goods is more than Rs 100
million (US$ 2.25 million) while the maximum limit to qualify in the SME (MSM) category is
Rs 100 million (US$ 2.25 million) or payment of customs duty of more than Rs 10 million
(US$ 220,000).  Very few SMEs reach such an amount even in two consecutive financial
years.
It  is  becoming  increasingly  evident  that  the  automation  drive  under  the  trade
facilitation programme may not be the complete panacea for the salvation of the trading
community.  It needs to be supplemented by greater synchronization of various capacity-
building plans and programmes.  There are various efforts to expose SMEs to different
facets of e-trade.  In India, ITC/UNCTAD and WTO launched the e-Trade Bridge Programme
(ETB)  for  SMEs  in  2002,  which  is  aimed  at  helping  to  bridge  the  digital  divide  by
empowering SME managers to make rational decisions on where and when they should
be using the digital tools for building competitiveness.  Some of the SMEs interviewed for
this study suggested that there was no link between the e-Trade project launched by the
Ministry of Commerce and Industry, and ETB.  Moreover, the attention of the National
Informatics Centre in particular needs to be drawn to the requirements of SMEs, as they
are responsible for a sizable share of India’s exports.
(a) CHA Survey:  Focus on SMEs
Most  CHAs,  freight  forwarders  and  shipping  agents  covered  by  the  survey  had
predominant dealings with large and medium-sized firms; there were very few who did not
deal with large firms but focused on medium and small-sized firms.  Figure 5 shows that
40 per cent focused exclusively on large firms, 51 per cent on medium-sized firms (which
formed the focus of the current study) and 9 per cent on small-sized companies.  Due to







enhanced  transactions,  it  came  as  no  surprise  that  nearly  all  of  them  lodged  customs
declarations almost everyday.
In India, 96 per cent of import documents and 94 per cent of export documents are
filed  through  the  EDI  system.   According  to  CHAs  and  others  agencies,  most  of  their
clients  including  SMEs  were  aware  of  the  possibility  of  lodging  customs  declaration
electronically while a sizeable number of the companies interviewed denied any knowledge
of increasing automation of trade procedures.  The lodgement fee does not depend on the
size of the firm or industry but on the size of the shipment.
(b) CHA survey:  Level of automation
The questionnaire asked CHAs to rate India’s trade automation programme.  It is
interesting to note that most of the CHAs placed the level of automation of the export-
import procedures in the range of 50 per cent to 100 per cent.  During further interviews,
they explained that there were several agencies that were either not automated or their
programmes  are  not  compatible  with  customs.   These  agencies  include  the  Plant  and
Quarantine Office, the Central Food Laboratories, the Additional Drug Controller, WLRO,
the  Textile  Committee,  the  respective  municipal  corporations,  stamp  authorities,  the
Directorate-General of Foreign Trade and the Agricultural and Processed Food Products
Export Development Authority.  As indicated in the response to question B.1 on exports,
a minimum of five documents are required and for imports minimum of seven documents
are required.
Most  CHAs  indicated  that  there  was  almost  no  electronic  linkage  between  the
agencies.  Better coordination between them would help to streamline the work and avoid
duplication.  The Directorate-General of Foreign Trade issues import licences under various
schemes  (such  as  the  Export  Promotion  Capital  Goods  Scheme,  the  Duty-Free  Credit
Entitlement Certificate, Standard Financial Information Structure and Duty Entitlement Pass
Book Scheme) that may be made available for online debit.  This would reduce the threat
of forged licences and may help in communicating necessary instructions for shipments
and imports at the ports.  If complete automation were achieved, most of the respondents
suggested that almost all the agencies would benefit from greater transparency, better and
faster communications, and the speedy movement of cargo clearance.
(c) CHA survey:  Cost of automation
Most CHAs and shipping lines have invested in upgrading staff (through training
and IT orientation), additional equipment and the establishment of high-end connectivity in
their offices.  Most CHAs had their own work stations from where they could expedite
declarations electronically track cargo movements and communicate with their clients.  As
is evident from their response to question C.1 of the survey, almost all of them had their
own IT systems for trade transactions, which included computers with Internet connectivity
and the usual software required for necessary compatibility.  However, most of them were
silent  on  the  cost  of  these  additions.    In  the  transition  phase,  most  CHAs  faced  the
following problems:  (a) changing the mindset of the workforce; (b) frequent breakdowns in
electric supply; and (c) breakdowns of the customs server and interruptions in electronic169
connectivity.  Some CHAs also stated that there were instances when customs servers
had crashed for a long period, affecting huge transactions.
However, 45 per cent of CHAs pointed out that they had received support from EDI
service providers and government agencies in terms of software (hardware was their own
expenditure).  Support was also provided in the form of personnel training and frequent
software updates, while 44 per cent of CHAs mentioned that no support had been received
from the Government.  Almost 11 per cent did not respond to the question (figure 6).  It
appears  that  the  leading  CHAs  in  1995  received  initial  support  for  automation  and
connectivity while the latecomers were only provided with free software for filing documents.
This may be one explanation for the divided opinion among CHAs.
Figure 6.  Percentage of support received from the Government







(d) CHA Survey:  Impact on SMEs
There was great convergence in the views of almost all the CHAs and shipping line
agents surveyed on whether automation had increased participation by SMEs in the trade
process.  However, it appears that CHAs had only been marginally affected, if at all, since
most SMEs still relied on CHA services.  Most CHAs did not respond to the survey section
related to benefits and cost of automation.  However, 37 per cent said that SMEs had been
positively  affected  by  the  programme,  while  25  per  cent  expressed  a  negative  view
(figure 7).
2.  Case study of Pithampur, SEZ
In a special economic zone, trade facilitating services are expected to be structured
with  utmost  proficiency  and  in  such  a  way  that  the  traders  do  not  have  to  approach
different  agencies  for  necessary  clearances.    It  was  with  this  objective  in  mind  that
a  special  case  study  was  undertaken  of  India’s  first  Greenfield  SEZ  at  Pithampur  in
Madhya Pradesh.170
The Pithampur SEZ is spread over 17 acres given by MPAKVN
19 on a 99-year from
1993 to 2092.  It is 45 km from Indore and does not have a rail-linked ICD.  It has a road to
Ratlam that provides a link with major ports such as Mumbai.  There are almost 72 firms
exporting Rs 9,540 million (US$ 214 million) worth of material from Pithampur in 2007/08.
The  growing  economic  contribution  by  this  area  can  be  assessed  from  the  fact  that
CONCOR’s  Pithampur  ICD  recorded  an  increase  in  throughput  from  25,568  TEUs  in
2005/06 to 27,384 TEUs in 2006/07 while air cargo exports crossed the 5,000-mt mark for
the first time with an increase of 19 per cent from 4,542.4 mt in 2005/06 to 5,404.2 mt in
2006/07.  The impact on revenue collection was equally interesting.  In 2006/07 it surged
by  25  per  cent  from  Rs  356  million  (US$  7.97  million)  in  2005/06  to  Rs  444.7  million
(US$ 9.96 million) in 2006/07.
In the recent past, adequate infrastructure has been provided to support expanding
trade  linkages.    CHAs  and  almost  50  shipping  lines  with  container  facilities  and  FCL
services by road and train to gateway ports have shown major growth.
20  The Reserve
Bank of India has issued an offshore banking policy.  Three banks – the State Bank of
India, Bank of India and Punjab National Bank – have signed MoUs for setting up offshore
banking units at SEZ.  Bank of India has also created a SEZ cell for providing finance to
the prospective units of SEZ in the form of foreign currency loans.  There are two private
ICDs operating in Pithampur – M/S Al Cargo and PICASO.  Some of the companies are
doing extremely well in terms of developing diversified export destinations.  For example,
Figure 7.  Increase of SME participation in trade since the launch






19 Madhya Pradesh Audyogik Kendra Vikas Nigam (Indore) Ltd., which is a State Government of
Madhya Pradesh undertaking and a subsidiary of the M.P. State Industrial Development Corporation.
20 The available major shipping lines include Maersk India, American Presidential line, Mediterranean
Shipping Company, NYK line, Shipping Corporation of India Ltd., Samsara Shipping and Mitsui OSK
line.171
Shakti Pumps India Ltd. exports to 52 destinations and has completed in record time the
setting up of a 200,000-pump manufacturing plant at SEZ, Pithampur.
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During  the  survey  field  visit,  it  was  found  that  although  industry  turnover  and
exports from the SEZ had expanded at an exponential growth rate, the trading community
was the least aware of any trade facilitation-related programmes, and particularly measures
related to automation.  Of the 12 company representatives interviewed, none was aware of
the eTrade initiative.  All the companies that participated in the meeting, were operating
through CHAs, and did not know that they could file export and import documents from
their premises.  They had never accessed EDI/ICEGATE online options.  Although all the
facilities in SEZ were under one roof, dependence on CHAs remained largely due to the
lack of information and limited awareness of both the initiatives by the Customs Department
and  the  trade  automation  programme  of  the  Ministry  of  Commerce  and  Industry.    In
Pithampur, the hardware installed for automation was already quite dated and, after being
declared obsolete, was removed from Mumbai.  The server was extremely slow.  Many
CHAs  filled  up  the  forms  manually.   The  network  did  not  include  any  other  peripheral
agency except CONCOR, with which some issues had been pending for a long time.
Five types of messages for exchange between customs and CONCOR existed, but
in the case of three major messages related to shipping bills, let export order and entry of
goods, there was no compatibility, which required automated processing to be backed by
hard copies of documents that traders have to take in person to the relevant officers at
different agencies.  The Ministry of Commerce and Industry in the eTrade initiative meeting
of 28 May 2008 instructed customs and CONCOR to decide on compatibility for message
formats by 31 July 2008 for Pithampur and a few other places, but implementation was
delayed.  The local industry has strongly requested the Ministry of Commerce and Industry
to organize trade facilitation-related industry capacity-building seminars in order to make
the industry aware of various automation-related programmes.
D.  Conclusion
India has launched several initiatives for the automation of various trade-facilitating
components.    The  process,  spearheaded  by  the  Customs  Department  and  duly
supplemented by other agencies such as CONCOR, is yielding significant results for the
trading community.
However,  the  benefits  from  these  advances  are  not  equally  distributed  among
traders.  The bigger companies with adequate resources and sufficient manoeuvring ability
to adapt to new situations are likely to enjoy greater returns with the automation programme
under the current trade facilitation programmes.  The SMEs have to spend a large amount
of time and resources in coming to grips with the changes.  This dissuades many firms
from undertaking new possibilities offered by the TF measures.  It is interesting to note
that despite the automation drive by the Customs Department and other frontline agencies,
21 Personal communication with Mr. Atul A. Janawade, Shakti Pumps, 3 October 2008, Pithampur.172
the SMEs prefer to rely on CHAs for their customs-related operations.  One reason is the
high cost in terms of manpower requirement and time – and, to some extent, electronic
infrastructure – since full automation and one-time submissions are not in place.
22  Another
reason is that SMEs believe that they lack the specialized knowledge to file their own
documentation efficiently.
The survey revealed that between 2 per cent and 3 per cent of firms were switching
back from CHAs to conducting their own handling of trade procedural formalities.  Many
SMEs have identified factors such as a lack of knowledge of computation of goods, the
lack of information on various notifications being issued by various agencies as well as
several  obstacles  related  to  non-compatibility  of  software  programmes  among  various
agencies.  The changing tariff structure has also been listed as a factor responsible for
continuous dependence on CHAs.  In this situation, CHAs appear to be the most practical
special-purpose channel as they know best how cargo clearance is to be completed within
a relatively short time frame.  Despite the continuing need for reduced physical inspections,
reduced documentation and data requirements as determined by domestic legislation, the
right to submit a document for processing that covers all goods in each consignment as
well as a shorter release time, the practical situation has not changed as agencies require
physical verification.  Thus, again traders prefer to rely on CHAs in order to avoid becoming
involved in the processing chain.  Several steps for improving the situation are proposed
below.
1.  Automation at ground level
This area continues to be of concern among the trading community as the Customs
Department has yet to improve inter-agency connectivity with its software and improve the
capacity of its servers apart from periodically removing obsolete computer hardware.  This
means providing a greater budget allocation to the Customs Department for improving
infrastructure and connectivity.  The idea of installing a centralized server at the Customs
Department may largely address this problem.  However, at the same time, efforts for
continuous updating of information related to various changes as published by customs
are also highly important.  This should be done as soon as CBEC makes any change in
the existing legislation.  Due to slow automation and the lack of alternative channels for
information dissemination, the ground staff only learns of changes much later.  This also
creates problems for the trading community.  CBEC has introduced some initiatives for
organizing short-term training courses that focus on automation initiatives to bridge the
gap, but this approach needs to be expanded.
23
22 CHAs charge SMEs an additional amount on a per document basis for electronic filing.  In the
survey, this amount was found to be 33 per cent.
23 See section II.3 for further details.173
2.  SME-friendly legislation
The customs automation programme does not distinguish between small and large
companies,  despite  the  fact  that  the  contribution  share  of  SMEs  to  India’s  trade  has
consistently been above 30 per cent.  At present, in certain schemes, requirements are
structured in such a way that SMEs are not included under the relevant legislation (e.g.,
the recently introduced Accredited Clients Programme, which focuses on the requirements
of large firms only).  The criteria for SMEs in India is a ceiling of Rs 2 million (US$ 40,000)
to  Rs  100  million  (US$  2.25  million)  while  the  minimum  turnover  required  for ACP  is
Rs 100 million (US$ 2.25 million).  Even the duty payment criteria requirement to qualify
for ACP is Rs 10 million (US$ 220,000), an amount that virtually no SME is likely to reach.
Similarly, the Customs Department support programme favours CHAs.  For example,
when  the  automation  programme  was  launched  in  1995,  it  initially  supported  selected
CHAs across Delhi and Mumbai by providing them with free software and subsequent
updates.  If a similar facility can be extended to at least selected SMEs, it may encourage
other SMEs to file their own trade documents directly with the department.
3.  Tariff classification
Despite  greater  automation,  the  percentage  of  error  in  the  World  Customs
Organization’s Harmonized Commodity Description and Coding System (HS) classification
is as high as 30 per cent while the error in quantity is 41 per cent as far as exports are
concerned.  This is a major area of concern, not only for exporters and importers but also
for various government agencies including the Ministry of Commerce and Industry.  In the
case  of  imports,  wrong  product  classifications  have  been  found  in  11  per  cent  of  the
cases.
24  The problem continues between Directorate-General of Commercial Intelligence
and  Statistics  and  the  Directorate-General  of  Foreign  Trade,  as  each  follows  different
levels  of  classification.    This  is  eventually  reflected  in  the  data  being  generated  from
customs points.  This requires SMEs to depend on CHAs for pursuing their cases to gain
the right interpretation.
4.  Inter-agency automation linkage
As  has  emerged  in  this  chapter,  inter-agency  coordination  among  the  frontline
agencies is a major challenge in India.  The Customs Department, the Directorate-General
of  Foreign  Trade,  Port  Trust,  airports  and  airlines,  CONCOR,  other  private  agencies,
banks, ICDs and CFSs need to have a common connecting e-network for facilitating faster
implementation of the e-trade project as initiated by the Ministry of Commerce and Industry.
5.  Replacement of obsolete technology
The Pithampur case study revealed that computers were obsolete in most of the
locations.  A long-term vision is needed, given the growing trade volume, to ensure the
24 Business Standard, 25 August 2005.174
replacement of these machines, so that SMEs that use the services of private operators,
as provided by the Customs Department, are at least able to file the required documentation
on their own.
Overall, the study reveals that seamless and “end-to-end” automation has yet to
take  substantial  shape,  compatible  across  different  transportation  means,  and  has  to
incorporate the larger logistic chain that involves the private sector.  This is a significant
barrier to direct filing.  However, whether this is the main reason for the continued reliance
by SMEs on CHAs is difficult to untangle from other issues.175
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VII.  THE IMPACT OF INFORMATION TECHNOLOGY IN
TRADE FACILITATION ON SMALL AND MEDIUM-SIZED
ENTERPRISES IN SRI LANKA
By Janaka Wijayasiri and Suwendrani Jayaratne
Introduction
In both developed and developing countries, small and medium-sized enterprises
(SMEs) have been a driving force in the domestic economies, bringing about innovation,
growth  and  employment  opportunities.    According  to  a  recent  UNCTAD  study,  SMEs
account for about 99 per cent of all enterprises worldwide, contributing to 50 per cent of
manufacturing output and generating between 44 per cent and 70 per cent of employment.
1
Nevertheless, active participation by SMEs in international trade has been hampered, due
largely to bureaucracy rather than tariff barriers.
2  High transaction costs resulting from
excessive documentation requirements, lengthy clearance times, a lack of coordination
between  relevant  bodies,  and  outdated  customs  techniques  have  hindered  their  full
participation in international trade.  In this context, trade facilitation (TF) has been widely
recognized as an important means of expanding commerce, thereby providing benefits to
SMEs.
Although the usage of information technology (IT) in the import/export process is
not  considered  a  “panacea”  to  trade  facilitation,  it  is  recognized  that  cumbersome
paperwork, rent-seeking activities etc., can be reduced by automating the export/import
process.  The introduction of IT to facilitate trade has been identified as a powerful tool in
promoting the exchange of goods across borders.  Although the implementation of these
systems may be costly both for governments and businesses in developing countries, past
experience has shown that over time the financial benefits in many cases have exceeded
costs (Organisation for Economic Co-operation and Development, 2005).
Given  the  increasing  importance  of  trade  facilitation,  especially  with  regard  to
automation of customs procedures, the objectives of the study described in this chapter
were two-fold:  (a) to examine the extent of automation of trade facilitation in Sri Lanka;
and (b) to assess the impact of automation on SMEs in Sri Lanka.  The study considered
1 In Sri Lanka, small and medium-sized industries account for about 96 per cent of industrial units,
36 per cent of industrial employment, and 20 per cent of value addition of the industry (White Paper,
2002).
2 It has been found that in many instances the cost of complying with customs formalities exceed
the cost of payable duties.178
the  automation  of  customs  procedures  and  the  impact  on  the  SME
3  sector,  as  it  is
commonly believed that automation will lead to further marginalization of this sector, which
plays an important role in the Sri Lankan economy.  The focus of the study was on the
experiences of the garment industry, which has been an important driver in the Sri Lankan
economy in recent years.
Section A  provides  background  information  on  trade  facilitation  in  Sri  Lanka  by
examining some indicators.  Section B provides a detailed review of the rules, regulations
and  procedures  governing  cargo  declaration  and  clearance/forwarding  as  well  as
documentation requirements.  Section C examines the extent to which automation of trade
facilitation has taken place in Sri Lanka while Section D draws upon results from interviews
with traders and agents in order to assess the impact of automation on various enterprises
in the country.
A.  Background – trade facilitation in Sri Lanka
In line with the liberalization of its economy in 1977, Sri Lanka introduced several
measures to facilitate trade and integrate itself with the rest of the world.  Its first major
initiative was the establishment of the National Trade Facilitation Committee in 1980.  This
Committee,  which  later  adopted  the  acronym  SRILPRO,  was  given  legal  status  as  an
Advisory  Committee  to  the  Export  Development  Board  under  the  Sri  Lanka  Export
Development Act No. 40 of 1977.  It was mandated to take action as necessary to simplify
external trade procedures/documents.  The Committee included representatives from both
the public and the private sectors, and played a key role in introducing important trade
facilitation initiatives to the country.
One of the mandates of this Committee, as far back in the 1980s, was to look into
electronic data processing.  In 1986 a subcommittee was set up to work on electronic data
processing  and  a  National  EDI  Commission  was  subsequently  established.    EDI  as
a concept was introduced in Sri Lanka in 1995.  Despite these developments, SRILPRO
died a natural death towards the end of the 1990s.
4  Following WTO recommendations, in
2006 the Department of Commerce of Sri Lanka appointed a Steering Committee on trade
facilitation.  Although the Committee focused on WTO concerns, it also suffered the same
fate as SRILPRO.  Currently, there is no government institution driving trade facilitation
initiatives.    Nevertheless,  private  institutions/organizations  such  as  the  Joint  Apparel
3 In Sri Lanka, there is no nationally accepted definition for SMEs.  Different institutions use different
criteria and definitions of SMEs for different purposes.  Most classifications are based either on the
value of fixed assets or the number of employees or a combination of both.  For the purpose of this
study, we have used the Sri Lanka Chamber of Garment Exporters definition of an SME:  one with less
than 350 workers, recording a yearly turnover of less than Rs 100 million and with movable property of
less than Rs 30 million.  This definition was used to categorize the small and medium-scale traders for
this study.
4 Government  commitment  to  establishing  a  separate  unit  for  SRILPRO  within  the  EDB  was
inadequate.179
Association  Forum  (JAAF)
5  have  been  advocating  the  importance  of  trade  facilitation
measures in order to improve the competitiveness of Sri Lanka and its exports, suggesting
that the current situation is far from satisfactory.
Table  1  provides  an  overview  of  selected  indicators,  drawn  from  the  World
Competitiveness  Report,  on  trade  facilitation  in  Sri  Lanka  and  the  rest  of  South Asia
together with Singapore, which is seen as a model of trade facilitation.  While Sri Lanka
fares comparatively better than its South Asian neighbours in trade facilitation indicators,
with the exception of infrastructure quality, it falls short of Singapore in all areas.
Table 2 provides further information on the costs and documentation involved in
importing and exporting goods in Sri Lanka.  According to the World Bank Doing Business
Report, 2008/09,
6 trading involves an average of eight documents, 21 days for processing
and  a  cost  of  US$  865  for  exports  while  imports  require  six  documents,  20  days  for
processing  and  a  cost  of  US$  895.    While  Sri  Lanka  has  improved  its  trading  across
borders ranking in recent years and performs better than its neighbours in South Asia, it
fares far below that of Singapore.
7
Table 1.  Selected trade facilitation indicators in Singapore and South Asia,
2007/08
Country
(1) Hidden barriers to 4.5 6.3 3.8 4.7 3.8 4.9 n.a.
trade*
(2) Burden of customs 3.9 6.4 2.3 3.6 3.4 4.0 2.5
procedure











5 The Joint Apparel Association Forum is the apex body for all textile and apparel-related associations
in Sri Lanka.
6 While the number of export documents has remained the same, the number of import documents
has declined significantly from 13 in 2006/07 to 6 in 2008/09.  Export time as well as import time has
also declined by 4 and 7 days, respectively.  However, the cost of exporting and importing increased
during the period under consideration.  Nevertheless, these improvements in logistics time boosted
Sri Lanka’s country ranking from 99 from 2006/7 to 66 in 2008/9.  This has largely been attributed to
the fast tracking of the Sri Lanka Automated Cargo Clearing System during this period.
7 According  to  the  World  Bank’s  Doing  Business  in  South Asia  2006  report,  South Asia  is  the
second least-trader friendly region in the world, requiring an average of 34 days, 8 documents and
12 signatures to export and, in the case of imports, 46.5 days, 13 documents and 24 signatures,












(4) Road quality 3.7 6.6 3.1 3.1 3.6 3.1 3.1
(5) Railroad infrastructure 2.9 5.7 2.3 4.5 3.2 2.8 1.3
quality
(6) Port infrastructure 4.0 6.8 2.4 3.5 3.7 4.1 3.0
quality
(7) Air transport 4.6 6.9 3.0 4.8 4.2 4.5 3.4
infrastructure quality
(8) Transparency of 4.1 6.1 3.5 4.4 3.5 4.0 3.2
government
policy-making
(9) Irregular payments 4.9 6.5 2.5 4.0 3.1 3.8 n.a.
in exports and imports*
Global Competitiveness – 7 107 48 92 70 114
 Index (rank)
Source: World Economic Forum, 2008.
Notes: n.a. = not available.  * Data based on Global Competitiveness Report, 2004-2005.
(1) 1 = important problem, 7 = unimportant problem.
(2) 1 = extremely slow and cumbersome, 7 = rapid and efficient.
(3) 1 = underdeveloped, 7 = as extensive and efficient as the world’s best.
(4) 1 = underdeveloped, 7 = extensive and efficient by international standards.
(5) 1 = underdeveloped, 7 = as extensive and efficient as the world’s best.
(6) 1 = underdeveloped, 7 = as developed as the world’s best.
(7) 1 = infrequent, limited, and efficient, 7 = as frequent, extensive, and efficient as
the world’s best.
(8) 1 = never informed, 7 = always informed.
(9) 1 = common, 7 = never occurs.181
B.  Rules, regulations and procedures for cargo
declaration and clearance
1.  Import/export processes
It is possible to identify two parallel import-export processes in Sri Lanka.  One
involves  the  Board  of  Investment  (BOI),  which  is  a  central  facilitation  point  for  foreign
investors.  The BOI process has been designed to speed up the licensing and the customs
requirements for companies that bring new investment into the country.  The other process
is the standard process, where traders have to go to the Sri Lanka Customs Department to
process the required documentation.  A comparison of the BOI and non-BOI import and
export processes is provided in tables 3 and 4.  A comparison of the import processing
times under the BOI and the non-BOI processes is provided in table 5.
Table 2.  Trading across borders, 2006/07-2008/09
2006/07 2007/08 2008/09
Trading across borders (rank) 99 60 66.0
Documents to export (number) 8 8 8.0
Export time (days) 25 21 21.0
Cost to export (US$ per container) 797 810 865
Documents to import (number) 13 6 6.0
Import time (days) 27 21 20.0
Import cost (US$ per container) 789 844 895
Source: Compiled from Doing Business Report (various issues) by the World Bank.
Table 3.  Comparison of BOI and non-BOI import processes
Activity Non-BOI company BOI company
Line Ministry approval Required Required
Import licence Required Not required
Payment terms Limited to L/C, DA, DP None – payment can also be
or Advance (T/T, bank draft) made by offshore third party
Advance payment limits US$ 10,000 No limit
No foreign exchange basis Maximum of US$ 1,000 and No limit
imports no commercial quantities
Original documents Received through bank Received directly from shipper
Delivery order Obtained from shipping agent Obtained from shipping agent
Import declaration Customs declaration Customs declaration
submitted to Customs submitted to BOI service
(Long Room) centre in Colombo or Free
Trade Zones182
Table 3 (continued)
Activity Non-BOI company BOI company
Payment of duties and Bank of Ceylon located near Bank of Ceylon counter at
taxes Long Room BOI location
Determination of By customs By Customs/BOI Coordination
examination level Unit (CBCU)
CBCU registration – Not required Required – Hemas Building
only sea cargo near BOI office
Payment of Sri Lanka SLPA centre at Canal RowSLPA counter at BOI office
Ports Authority (SLPA) or at Canal Row
charges
Collect gate pass from Delivery set of documents Delivery set of documents
SLPA taken to SLPA Canal Rowtaken to SLPA Canal Row
Cargo pickup From port From port
Cargo examination Examination by Customs at Examination by BOI/Customs
Grayline Yard at Customs Verification Unit,
Free Trade Zones or
consignee location
Transport cargo to Only after examination-if Possible before examination
importer location required
Source: United States Agency for International Development, 2007.
Note: L/C = letter of credit; DA = documents against acceptance; DP = documents against payment
transfer.
Table 4.  Exports:  Comparison of BOI and non-BOI documentation
Non-BOI BOI
Activity Documents Activity Documents
Reserve shipping space • Shipping notes Reserve shipping space • Shipping notes
with shipping agent prepared by exporter with shipping agent prepared by exporter
– three copies or consolidator
submitted to shipping (apparel) – Bill of
agent, who assigns Lading number
bill of lading no. and assigned by shipping
returns two copies, agent, who signs and
including captain’s seals the document
copy • Nine copies made
• Additional copies for payment of SLPA
made for loading of charges and loading
cargo at port    of cargo
Submit documents to • Customs declaration – Submit documents to • Customs declaration –
Customs for approval six copies BOI for approval six copies
• Commercial invoice – • Commercial invoice –
three copies three copies183
2.  Customs clearance channels
Customs clearance in Sri Lanka comprises three channels – Green, Yellow and
Red Channels.  The Green Channel is for low-risk declarations, where goods are released
without calling for documents and cargo examination.  Although goods should ideally be
released without any examination, in practice cargo is randomly checked even when it falls
under  the  Green  Channel.    Under  the  Yellow  Channel,  medium-risk  consignments  are
cleared upon examining the required documents without cargo examination.  However,
random checks are also carried out in the Yellow Channel.  High-risk declarations are
cleared through the Red Channel with both documents and cargo being examined.  While
an import consignment can be cleared within a day, some consignments take up to two
days.  An export consignment can be processed in a day on average, if all the paperwork
is in order.
3.  Documentation requirements and processing
The Customs Ordinance spells out the rules, regulations and procedures related to
the import/export process.  Sections 47 and 57 of the Customs Ordinance require every
importer/exporter  or  authorized  agent  to  submit  a  customs  declaration  form,  which  is
commonly referred to as the CUSDEC form, to clear/dispatch cargo.  All CUSDECs have
to be lodged through an entity having a Customs House Agent (CHA) licence.
Table 4 (continued)
Non-BOI BOI
Activity Documents Activity Documents




• Packing list and other
supporting documents
when necessary
Payment of SLPA fees Three copies of Payment of SLPA fees Three copies of shipping
to Finance Division – shipping notes to be at SLPA office located notes required –
(wharfage, wharf submitted to SLPA at BOI Colombo or at charges pay and
handling, fork lift and Finance Division Free Trade Zones captain’s copies are
heavy lift fees) (two are returned), returned
charges pay and
captain’s copies
Cargo examination • Above documents Cargo verification • Customs declaration
(when necessary) • Customs retain the (when necessary) by • Commercial invoice
by customs warrant and statistical BOI with BOI endorsement
copies and return the
rest to the exporter
Move cargo to the port Move cargo to the port
Source: United States Agency for International Development, 2007.184
When  importing  goods,  up  to  seven  copies  of  the  CUSDEC  form  have  to  be
submitted (as warrant copy, delivery copy, statistical copy, exchange copy, consignee’s
copy,  R.M.V.  copy  for  motor  vehicles  and  excise  copy,  if  required).    The  commercial
invoice, Delivery Order, Bill of Lading (B/L), exchange documents and packing list need to
be submitted with the CUSDEC when clearing goods.  Apart from these documents, and
depending on the type of goods being imported, the Certificate of Origin, Import Control
Licence (if applicable), Certificate of Registration and Translation for Used Motor Vehicles,
Load  Port  Survey  Certificate  for  Food  Items,  S.L.S.I/Quarantine  Certificate  (where
applicable) and catalogues/literature need to be attached.
8
In  exporting,  four  copies  of  the  CUSDEC  are  required  (warrant  copy,  statistical
copy, security copy, parties copy with additional copies needed for bonded cargo and air
freight cargo).  Exporting liquor and coconut products requires two additional copies of the
CUSDEC  (excise  copy  and  Coconut  Development  Authority  copy).    Apart  from  these
documents, export permits or licences are required when exporting coral, timber, motor
vehicles, tea, antiques, plants and animals, firearms and drugs.  The commercial invoice,
Shipping Note or Airway Bill (depending on whether exporting by sea or air), documents
such as the boat note, mate note, cargo dispatch note and Certificate of Origin also need
to be produced.
Apart from the Sri Lanka Customs, BOI and the Sri Lanka Port Authority, there are
more than 30 other government and non-government agencies that are part of the export-
import process.  They include:  the Sri Lanka Standards Institution (for Quality Certificate),
Ceylon  Chambers  of  Commerce/Department  of  Commerce  (Certificate  of  Origin),
Department of Animal Production and Health (Health Certificate), Finance Ministry, Ministry
of  Defence  (licence  for  firearms),  Inland  Revenue,  Ministry  of  Fisheries  and  Aquatic
Resources (permit for restricted list species), Excise Department (licence for items under
Excise Ordinance), Department of Registration of Motor Vehicles (permit by Registrar of
Motor Vehicles and R.M.V. Certificate), Plant Quarantine Department (phytosanitary and
fumigation certificates), Telecommunications Regulatory Commission, Cosmetics, Devices
and Drugs Regulatory Authority, Sri Lanka Tea Board (permit for tea exports), Coconut
Development Board, Import and Export Control Department, Criminal Investigation Division,
Wild  Life  Department  (permit  for  coral),  Forest  Department  (permit  for  timber),
Archaeological Department (certificates for antiques and wooden furniture).
Depending on the good that is being traded, it is sometimes necessary to visit
more  than  one  of  the  agencies  listed  above  in  order  to  obtain  the  necessary  permits,
licences, certificates etc., before a CUSDEC can be lodged.  Unsurprisingly, this entails
considerable time and cost, given that some of the offices issue such permits only on
certain days of the week.
Currently,  CUSDECs  can  be  lodged  either  manually  or  electronically.    If  the
CUSDEC is lodged manually, the Customs or the BOI (depending on the process that is
8 For more details on documentation requirements at each stage of the import/export process, see
annexes 2 and 3 in ARTNeT Working Paper No. 65, available at:  http://www.unescap.org/tid/artnet/
pub/wp6509.pdf185
used) will key the information into the ASYCUDA system
9 which then generates a unique
number.  While customs charges a documentation fee of almost US$ 2.50, BOI charges
a fee of approximately US$ 3.95.  Alternatively, if a CUSDEC is lodged electronically using
the Electronic Data Interchange (EDI) facility, the consignee can enter the data into the
ASYCUDA  system  from  a  remote  location  through  a  personal  computer.    After  being
reviewed and assessed for duties and taxes, a CUSDEC number will be assigned and
sent to the consignee electronically.  An additional fee of US$ 2.5 has to be paid to the EDI
service provider for each CUSDEC lodged.
10  Nevertheless, the consignee must present
a hard copy of each CUSDEC, together with the other relevant documents, to customs or
BOI in order to proceed with the remaining steps of the import/export process.
Currently, the Ceylon Tea Board is the only regulatory agency linked to the EDI
system, which allows tea exporters to (a) submit online documentation of blend sheets
11
and purchase statements together with CUSDECs, and (b) obtain online approval from the
Tea Board.  This eliminates the need for tea exporters to visit the Tea Board to process the
required documents.
Table 5.  Comparison of BOI and non-BOI import processing times
Customs Long Room BOI Service Centre
Activity Average time Activity Average time
Face vet of customs 15 minutes to 3 hours Face vet of customs 15 minutes to 1 hour
declaration declaration
VAT information 30 minutes to 1 hour
verification
Keying in customs 30 minutes to 2 hours Keying in Customs 15 to 30 minutes
declaration declaration
Numbering appointing. 5-10 minutes Numbering 15 minutes
Appraising customs 30 minutes to 1 hour Appraising customs
declaration declaration
Satisfying (approval 10 to 20 minutes
by SC)
Issue assessment Issue assessment
notice notice
Payment of duties 15 minutes to 2 hours Payment of duties 15 to 30 minutes
to bank to bank
Receipt sent to 30 minutes to 1 hour Final authorization
account updating unit by assistant manager
9 Refer to section C1 of this chapter for explanation of the ASYCUDA system.
10 One CUSDEC has to be lodged for each invoice.
11 A blend sheet is a document containing information regarding the source and type of the tea etc.186
C.  Use of information technology in trade facilitation
This  section  discusses  the  automation  systems  at  Sri  Lanka  Customs  and  the
Sri Lanka Ports Authority, the two key points in the country’s import/export process.  It also
discusses the EDI system provided by eServices Lanka and the electronic Certificate of
Origin, a private sector initiative for facilitating international trade in the country.
1.  Sri Lanka Customs:  ASYCUDA and DTI
The  Department  of  Customs  established  an Automated  Data  Processing  (ADP)
Division  for  the  introduction  of  the ASYCUDA  (Automated  SYstem  for  CUstoms  DAta)
system in 1992 with a view to introducing automation of the export-import process and
procedure.  ASYCUDA is a computerized customs management system that covers most
foreign  trade  procedures.
12  The  ASYCUDA  software  system,  which  was  upgraded  to
ASYCUDA++ in 1998, is capable of handling manifests, customs declarations, accounting
procedures  as  well  as  transit  and  suspense  procedures  but  has  only  been  partially
implemented in Sri Lanka.
13  For example, ASYCUDA allows entry of a ship’s manifest and
monitoring of transit cargo, but these two modules have not yet been implemented (United
States Agency for International Development, 2008).  Customs expects to implement the
latest upgraded version of ASYCUDA, called ASYCUDA World, in the near future.
The introduction of ASYCUDA++ enabled customs to introduce the Direct Trader
Input (DTI) facility, which allowed traders (with the required licence)/brokers to connect to
the  ASYCUDA  system  at  customs  and  perform  some  customs  functions  such  as  the
Customs account 10 to 20 minutes Detach papers
updating
Examination channel 30 minutes to Documents to CBCU
selection 2 hours for examination/
determination
Total time taken 2 to 12 hours Total time taken 1 to 3.25 hours
Average time 4 hours Average time 2 hours
Source: United States Agency for International Development, 2007.
Table 5 (continued)
Customs Long Room BOI Service Centre
Activity Average time Activity Average time
12 See “About ASYCUDA” at www.asycuda.org/aboutas.asp
13 ASYCUDA takes into account international codes and standards developed by the International
Organization for Standardization, World Customs Organization and the United Nations.  The system
can be adopted to suit the characteristics of customs of an individual country.  The system allows for
Electronic Data Interchange (EDI) between traders and customs, using EDIFACT for administration,
commerce and transport rules.187
electronic lodgement of the CUSDEC form.  The requirements on the part of beneficiaries
to adopt this system were minimal (i.e., a personal computer – pentium or higher – with
a  Microsoft  operating  system,  a  minimum  16MB,  a  CD-ROM  driver,  a  modem  and  an
Internet connection).  The software was provided free of charge and installed by customs.
Under this system, a CUSDEC form, which previously had to be filed manually, could be
completed and saved on the user’s computer, and electronically forwarded to the customs
server.  The benefits of this system to users included convenience as well as time and cost
savings.  More specifically, users could provide a quicker service to clients (at a lower
cost)  while  also  allowing  them  the  freedom  to  work  outside  normal  customs  business
hours.  Other benefits included reduction in travel and delays at customs.  The system
also allowed traders access to their own declaration data held within customs.
DTI  is  currently  available  for  the  purpose  of  exports  only.    According  to  the
Department of Customs, there are 40 registered users of the system, most of which are
large-sized companies.
14  There is no charge for using the system other than the usual
payments  incurred  in  submitting  and  processing  the  documents.    In  2004,  customs
suspended registration of new users as a means of promoting the introduction of the EDI
system; however, it is now in the process of registering new users for the DTI system.
2.  Electronic Data Interchange
In  2002,  the  Ministry  of  Trade,  Marketing  Development,  Cooperatives,  and
Consumer  Services  and  Consumer  Affairs  initiated  a  project  called  the  “Sri  Lanka
Automated Cargo Clearance System” (SLACCS) to introduce the EDI facility for customs
clearance in the country.  The primary objective of the Government was to improve the
cargo  clearance  procedures  by  utilizing  the  latest  but  proven  information  technology
solutions to achieve higher productivity and efficiency levels, thereby benefiting the trading
community in terms of cost savings and convenience.  An Advisory Council comprising
representatives of both the public and the private sectors was brought together to implement
and manage the project.  A service provider was selected for the implementation (eServices
Lanka  Ltd.
15)  and  mandated  to  act  as  the  data  interchange  between  the  various
stakeholders.  Figure 1 shows the EDI system.
The  software  used  by  eServices  Lanka  is  the  Enterprise  System  developed  by
GXS of General Electric of the United States, a software solution that provides the essential
messaging  infrastructure  required  to  provide  the  necessary  connectivity  among  all
stakeholders.  The software supports all internationally recognized EDI standards such as
EDIFACT.  The system can be accessed online through the Internet as well as offline by
way of a desktop application.  In order to make use of the system, companies need to
 14 There is no complete record of the exact number of registered DTI users.  With the introduction of
EDI in 2004, some of the companies using DTI switched to using EDI, according to interviews conducted
with stakeholders.
15 In fact, eServices Lanka Ltd. is a private-public organization.  On its inception, the Government
held a 20 per cent stake in the company, which was later increased to 42 per cent.  The private sector
partners include BC Computers and the Maharaja Organization.188
register with eServices Lanka.  While EDI software is provided free of charge, there is
a transaction fee of approximately US$ 2.50 per CUSDEC.
16
The EDI system was implemented in March 2004 following a testing phase and
now  functions  on  a  commercial  basis.    Initially,  the  EDI  facility  was  available  to  BOI
registered companies for the purpose of imports.  Later, it was extended to cover exports
as well as non-BOI registered companies.  According to eServices Lanka, around 500
companies  are  currently  making  use  of  the  service,  of  which  around  60  per  cent  are
traders (importers and exporters) and 40 per cent are CHAs/freight forwarders or logistic
providers.  So far, eServices Lanka has managed partial automation of submissions of
documents to the crucial agencies such as the Customs Department, Ports Authority and
BOI as well as one regulatory agency, the Sri Lanka Tea Board (SLTB).
Three types of documents used for clearing cargo are considered time-consuming:
(a) the CUSDEC form; (b) the Shipping Manifest;
17 and (c) the Delivery Order.
18 Multiple
copies  have  to  be  submitted  to  customs,  the  Ports Authority  and  BOI  in  the  case  of
a BOI-registered company.  Currently, the EDI system only allows the submission of the
Figure 1.  Sri Lanka Automated Cargo Clearance System
16 The initial rate was US$ 4.5, but was subsequently reduced to US$ 2.5 for each CUSDEC lodged.
17 The Shipping Manifest contains a list of all cargo/containers carried by a ship.
18 A Delivery Order is the authority given by the agent to the consignee to clear the consignment.
Source: eServices Lanka website.189
CUSDEC form.  However, traders/agents still have to visit customs or BOI to submit the
documents physically for reprocessing, and to obtain approvals.  Thereafter, processing
and procedures are the same as the manual process, involving physical movement of
paper from one location to another.
Direct  online  submission  of  the  Delivery  Order  to  customs  and  ports  is  in  the
process  of  being  implemented.    This  will  eliminate  the  need  for  freight  forwarders/
consignees  to  visit  shipping  lines  to  obtain  their  Delivery  Orders  and  submit  them  to
customs and ports in order to carry out pre-clearance of shipments.  The expected benefits
of this system include reductions in the lead time for manufacturing, document processing
time and manual copies, faster dispatch of cargo and submission of manifests at any time,
every day of the week.
Direct online submission of manifests and sub-manifests to customs and ports by
shipping agents is still being tested.  If implemented, it would allow registration of manifests
within two minutes, with the documents being sent simultaneously customs and ports, thus
allowing faster movement of containers from the ports.  Acceptance of payments as well
as submission of accompanying documents electronically among other agencies has yet
to be implemented (Hettiarachchi, 2008).  According to the interviewed stakeholders, these
facilities  should  have  been  integrated  much  earlier;  however,  for  various  reasons,  full
automation of the system (from submission of CUSDEC to the release/dispatch of cargo)
has not happened in Sri Lanka.
Given  the  slow  progress  in  fully  implementing  the  project,  some  stakeholders
(including freight forwarders, who stand to benefit directly from faster clearance of goods)
have called upon the Government to look at ways and means of fully implementing the
paperless cargo clearing system as soon as possible.  They have even suggested opening
the market to competition and allowing another operator to provide this service.  Others
have criticized the system as being outdated and not flexible enough to accommodate the
complex import/export process and procedures used in Sri Lanka.  In its defence, eServices
Lanka has stated that opening up the sector to another operator will not do any good,
unless the relevant government agencies are able to handle their end of the clearance
processes electronically.  In this context, SLACCS requires the active participation of all
relevant  stakeholders  both  in  the  public  sector  and  the  private  sector;  however,  that
participation has not occurred so far.
Since the commencement of the project, the trading and brokering communities
have benefited to some extent, despite the drawbacks and shortcomings of the system.
For example, online submissions of import and export CUSDECs have cut the logistics
lead  time  and  provided  cost  savings  as  the  need  to  visit  the  relevant  authorities
(i.e., Customs or BOI) has been reduced.  Other benefits are:  (a) a reduction in waiting
time for CUSDECs to be submitted to ASYCUDA, either at customs or BOI, as it can be
done at anytime of the day (as opposed to submitting them manually between 9:30 a.m.
and  3:30  p.m.);  and  (b)  the  elimination  of  errors,  which  usually  occur  on  a  manually
completed form.190
Sector-wise, the main beneficiaries of the system, according to eServices Lanka,
are the apparel and tea industries, which are the main export sectors of the country.
19
Both  these  export  sectors  are  involved  in  importing  goods  for  the  purpose  of  export
production.    In  the  case  of  the  apparel  industry,  the  imports  comprise  textiles  and
accessories,  while  imports  by  the  tea  industry  comprise  products  used  in  blending
value-added teas for export.  As such, the system has benefited the export and import
business of both these industries.
SLTB has linked up with eServices Lanka, thus allowing the tea exporters to submit
blend sheets and purchase statements together with CUSDECs online.  They can also
obtain online approval from SLTB, thereby eliminating the need for tea exporters to visit in
person as well as reducing documentation-related lead times.
20  According to SLTB about
200 CUSDECs are received daily, of which approximately 20 per cent are received through
EDI.    Under  the  current  arrangement  with  SLTB,  since  November  2007  the  US$  1
(Rs 100.00) lodgement fee for a CUSDEC sheet has been waived when the document
is  submitted  online  (Kangaraarachchi,  2007).    However,  other  charges  such  as
a documentation fee of US$ 2.50 (Rs 250) at customs and a US$ 2.50 eServices Lanka
fee apply.
Currently, 31 out of 231 registered tea exporters have actively making use of this
system.  Nevertheless, more than 200 tea exporters (i.e., 90 per cent of Sri Lanka’s tea
exporters) have yet to use the system despite the fact that all tea exporters are aware of
this facility.
21  While the number of CUSDECs submitted through the system has increased
since the introduction of the facility to the tea industry, the number of users utilizing the
system has not increased in tandem (in fact, the numbers appear to have stagnated).  Of
the 31 registered users, a majority are big players in the industry.
Despite the obvious advantages of using the electronic system, tea exporters still
continue to lodge documents manually, mainly due to:  (a) the mindset of the exporters
who  are  used  to  the  manual  process;  (b)  the  additional  cost  of  submitting  documents
electronically; (c) the random sampling carried out by the Tea Board;
22 and (d) complicated
19 According  to  the  Joint  Apparel  Association  Forum,  less  than  30  per  cent  of  the  government
exporters use EDI to lodge CUSDECs.
20 According to eServices Lanka, there has been a reduction by 1-2 hours in approval time at the
Sri Lanka Tea Board.  The standard processing time is 24 hours unless the tea is subjected to random
sampling.  While the processing time has improved with the introduction of automation, it has not had
a significant impact on the lead times.
21 Initially more than 30 exporters wanted to use the system, but not all of them have registered for
that purpose.  The main reason is probably that some are not regular exporters – in fact, only 50 are
active exporters.
22 All tea exports from Sri Lanka are bound by a legal requirement to meet a minimum standard.
According to the Sri Lanka Tea Board, a quarter of the tea exports are called for sampling.  The EDI
system is unable to handle this part of the export process as tea exporters have to submit a sample
whenever it is requested.191
transactions that are easier to handle through the manual system.
23  Given these problems,
there is currently no incentive for more exporters to use the system.
While the Tea Board has linked up with eServices Lanka, many other important
regulatory agencies are still not connected and thus remain outside the EDI system, such
as the Sri Lanka Standards Institute, the Import/Export Control Department, the Department
of Plant Quarantine, the Ministry of Health, the Ministry of Defence and Interior, and the
Department  of Animal  Quarantine.    While  these  agencies  should  be  connected  to  the
system, they either appear to be unprepared or incapable of doing so, despite the claim by
eServices Lanka that it has taken on the extra job of helping government institutions to
re-engineer and reorganize internally for that purpose.  Even though customs, BOI and the
Sri Lanka Ports Authority are linked up with the eServices Lanka systems, they too are not
able to provide all aspects of the clearance procedures online.
One  of  the  major  drawbacks  of  EDI,  apart  from  the  lack  of  connectivity  with
stakeholders in the industry and the partial implementation of the system, is the cost.  The
fee of US$ 2.50 per CUSDEC submission to eServices Lanka is in addition to the payment
of US$ 2.50 that traders and agents have to make to customs (US$ 3.40 in the case of
BOI-registered  firms).    Because  of  the  additional  cost  of  using  the  EDI  system,  some
agents and traders still opt to process the CUSDECs manually through customs or BOI
physically,  or  through  the  DTI  system  offered  by  customs  if  they  have  access  to  the
system.    In  fact,  the  DTI  system  performs  almost  the  same  functions  (lodgement  of
CUSDECs and receipt of acknowledgment) as the EDI system offered by eServices Lanka,
but at no additional cost.
23 For example, imported teas are blended with local teas and then re-exported.
Figure 2.  CUSDECs lodged manually and electronically, 2000-2007
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Figure 2 shows the number of CUSDECs lodged manually and electronically during
2000-2007.  The total number of CUSDECs lodged increased from 400,000 in 2000 to
913,522 in 2007.  While manual submissions of CUSDECs continued increasing up to
2006, electronic submissions during that period grew tremendously, especially submissions
through EDI.  Much of the growth in electronic submissions was due to high growth in the
lodgements made through EDI.  The number of CUSDECs submitted through EDI increased
tremendously from 8,400 in 2004 to 54,000 in 2005, following the commercialized operation
of  the  system.    Prior  to  this,  EDI  submissions  were  limited  to  a  few  companies  and
operated on a trial basis from 2000.
While lodgements through DTI have grown over time, that rise has not been as
significant as with EDI.  This could be explained by the fact that new registrations were not
allowed by customs under DTI after 2004 in order to promote the EDI system.  Moreover,
DTI was restricted to non-BOI firms and their exports, which may also explain why the
number of DTI lodgements has stagnated while EDI lodgements have increased so strongly.
Nevertheless, about 81 per cent of the lodgements are still done manually while
19 per cent are made electronically – of which, 17 per cent and 2 per cent are by EDI and
DTI,  respectively  (figure  3).    The  usage  of  the  manual  and  electronic  methods  differs
between BOI-registered enterprises and non-BOI firms.  The former firms tend to use the
EDI system more than the later (figure 4).  This is not surprising given that this facility has
been extended for the benefit of all BOI-registered firms.  In fact, about 66 per cent of all
CUSDECs filed electronically are by BOI-registered firms.  While the majority of CUSDECs
are still lodged manually, the number of manual entries (both by BOI-registered and by
non-BOI firms) fell in 2007 while electronic lodgements increased.
Figure 3.  CUSDECs lodged manually and electronically, 2007







Figure 4.  CUSDECs lodged by BOI firms, 2007
Source: Compiled from Department of Customs data.
Source: Compiled from Department of Customs data.











Figure 6.  CUSDECs lodged by BOI firms, 2004-2007
Figure 7.  CUSDECs lodged by non-BOI firms, 2000-2007
Source: Compiled from data collected from the Department of Customs.
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3.  Sri Lankan ports
Another crucial institution in the import/export process is the SLPA.  There are five
ports under SLPA while another two are under construction.  Of the five operational ports,
Colombo port handles 95 per cent of Sri Lanka’s total international trade, with a majority of
the traffic being trans-shipments.  More than 200,000 containers pass through Colombo
port every month; since 1995, trans-shipments have accounted for 70 per cent of Colombo’s
total  container  traffic  (Asian  Development  Bank,  2008).    Colombo  is  the  only  port  in
Sri  Lanka  that  has  an  automated  system.    It  is  possible  to  identify  two  main  systems
operated  at  SLPA  –  a  container  terminal  management  system,  which  is  the  terminal
handling system, and a customer service system, which handles cargo clearance.
(a) Container terminal management system
Since  1994/1995,  SLPA  has  been  using  a  container  terminal  management
system called FTterm.  Almost all the shipping agents
24 who were operating when FTterm
was introduced are linked to the system (20-25 shipping agents).  Using the necessary
software and a dial-up connection, shipping agents are able to run the container terminal
management  system  and  make  necessary  inquiries  (e.g.,  requests  for  container  data,
stacking  status  etc.).    However,  although  the  system  is  still  used  within  the  ports,  the
software is currently off the market and shipping agents are no longer linked to it.
Nevertheless, SLPA has developed a programme to exchange two types of data
sets with the shipping agents:  (a) the Terminal Departure Report (TDR); and (b) the Final
Loading  List.    While  TDRs  are  transferred  from  the  agents  to  SLPA,  the  loading  list
information is transferred from the ports to the agents.  This facility is available to customers
free of charge, and TDRs and Loading Lists are exchanged via e-mail.
In addition, SLPA recently purchased a new terminal management system, NAVIS,
which has yet to be implemented.  This system would be web-based, enabling the exchange
of information between SLPA and the agents, including:  (a) container gate movements;
(b)  loading/discharge  information;  (c)  terminal  performance;  (d)  vessel  departures;
(e) container loading/discharging orders; (f) storage instructions; and (g) bay plans.  With
the implementation of this system, all facilities previously provided for the shipping agents
under FTterm will be available.
SLPA is expecting significant benefits from the adoption of NAVIS.  Since all the
departments and the different points within the ports would be interconnected, not only
would malpractice and fraud be reduced, security within the ports would be increased.
Clearance times are also expected to improve.
25
24 Most shipping companies also offer customs house brokerage services.
25 Departments related to the clearance of cargo have been interconnected within the port since
2005.  Therefore, it is possible to check through the internal system for the related information, e.g.,
whether payments have been made or whether the necessary approvals have been obtained.196
(b) Customer service system
The  customer  service  system  is  not  currently  fully  connected  to  the  main  port
system.  Receipt of manifests electronically is still in the testing stage.  Testing was started
by eServices Lanka in 2005 using SLPA customers; however, substantial problems exist in
processing the manifests, given that shipping agents and sub-agents (i.e., CHAs) need to
send all the necessary manifests and sub-manifests electronically.  Although some are
committed to the system, most of the smaller-scale agents do not have the necessary
capacity to engage in this automated process since they do not have the proper facilities
such as computers.  The system will not be successful unless everyone is connected to it.
SLPA,  together  with  eServices  Lanka,  will  also  start  testing  the  transmission  of
shipping notes electronically in the near future.  A systems check as well as a pilot run will
be carried out, soon after which SLPA hopes to implement the facility with the tea exporters
since SLTB is the only agency currently linked to the EDI system.
4.  Electronic Certificate of Origin
Apart from the above initiatives, the Ceylon Chamber of Commerce (CCC) (2007)
has undertaken measures to facilitate trade in the country by introducing a web-based
electronic Certificate of Origin application system.  This project is supported by the South
Asian  Association  for  Regional  Cooperation  and  Trade  Promotion  projects,  and
implemented by the Chamber together with the German Agency for Technical Cooperation.
This system enables exporters to submit applications for COs via computer, thereby
eliminating the need to collect, complete and submit the application form in person for
endorsement by the CCC.  Currently, exporters/agents can access and download the CO
and submit the completed form from their offices using a personal computer and receive
a confirmation of receipt by the CCC, thus reducing the time and money required to send
the form and required supporting documents for CO authentication.  However, the system
is currently unable to send the authenticated CO back to the exporter/agent electronically.
Instead,  it  has  to  be  collected  manually  from  the  CCC  by  the  exporter/agent  and  the
payments have to be made in person as well.  The supporting documents have to be
shown at the point of collection for verification.
26  This partial system has reduced only the
first step of getting a CO form from CCC and submitting it manually.  The benefits of the
system include a reduction of paperwork and the elimination of delays, as the process can
be  carried  out  at  any  time  during  the  day  and  the  registered  documents  collected  at
a convenient time.
27  Both CCC members and non-members can utilize this facility by
registering for the service, which is free of charge.  However, CCC members are charged
Rs 250 for each e-Certificate of Origin issued while non-members are charged Rs 400.
26 According to the Department of Commerce (DOC) regulations, a copy of the CUSDEC, the customs
invoice and the BOL (where possible) have to be produced in obtaining an e-CO.
27 The e-CO is ready for collection in 10 minutes from the time of submission.197
Some 50 exporters have been making use of this facility since its launch in July
2007.  The current users of the facility are mostly large and medium-sized enterprises.
The  participation  of  small-scale  companies  has  been  limited  since  they  lack  computer
facilities, the necessary staff and awareness of the system.  However, the system itself
does not discriminate against the SMEs per se; the facility is available to any entity that
wants to use it.
Although there was an initial increase in the number of users of this facility, the
numbers have stagnated in the recent past.  The main reason for this trend is because
CCC has not been actively promoting the facility because it does not foresee the second
phase of the project being implemented in the near future.  However, when the second
phase is implemented, exporters will be able to submit applications and receive confirmation
as well as obtain the certified CO electronically, which could then be printed at their own
office or practically anywhere else in the world.  Exporters will also be able to track the
status of their applications and transmit the document electronically to third parties, such
as  banks  and  buyers  overseas.    This  would  result  not  only  in  cost  savings  but  also
improved turnaround times for exporters and overseas end-customers.  In order to make
use of this facility, exporters would need to register with CCC and registered users would
need to have an e-mail account registered with VeriSign, as verification of the documents
would  be  done  through  this  service.   The  main  drawback  in  implementing  the  second
phase  has  been  the  non-availability  of  an  in-country  verification  authority.    Although
a digital identity
28 is currently used for transactions between exporters and CCC, it is not
accepted by all.  Moreover, obtaining an internationally accepted VeriSign is very costly.
In  order  to  address  this  problem,  a  CCC  trade  facilitation  co-group  has  been  working
together with the country’s Information and Communication Technology Agency.
D.  Stakeholder interviews on the impact of information
technology and automation in trade facilitation
To assess the extent of automation of the import/export procedures in Sri Lanka
and obtain a stakeholder perspective of the use of IT in trade facilitation, 29 interviews
were carried out.
29  A questionnaire was completed by 10 traders (garment exporters) and
10 agents (CHAs and freight forwarders) with whom in-depth, face-to-face interviews were
carried out, based on the semi-structured questionnaire.
30  Both large-sized businesses
and SMEs were interviewed.
Traders who were interviewed were from the garment industry, which was chosen
not only because it is the largest contributor to the national economy but also because it is
28 The digital ID that is currently used costs US$ 20 per annum.
29 The list of stakeholders who were interviewed is given in Annex 4 of ARTNeT Working Paper
No. 65, available at www.unescap.org/tid/artnet/pub/wp.asp.
30 See Annexes 5 and 6, of ARTNeT Working Paper No. 65, available at www.unescap.org/tid/artnet/
pub/wp.asp.198
highly dependent on international trade.
31  As such, any trade facilitation measure is likely
to have a tremendous impact on the industry.  Moreover, the garment industry represented
by JAAF has been vociferous in calling for the full implementation of the EDI system in
Sri Lanka.
In addition, interviews were conducted with government officials from the relevant
departments/agencies,  representatives  from  the  garment  and  tea  sectors,  freight
forwarders, CHAs etc., in order to obtain an overall picture of the status of automation of
import/export procedures in the country.  The interviews covered broad areas of the cargo
declaration process used for imports/exports as well as the experiences of stakeholders in
adapting to electronic lodgement and the benefits they have gained (or anticipated gaining)
from the automation of customs procedures.
Although the interviews were carried out in one district, Colombo, and the number
of  the  total  agents  and  traders  interviewed  was  limited  to  20,  they  revealed  several
important findings that should be taken into account in fully implementing the EDI system
in  the  country  at  a  future  date.    The  remainder  of  this  chapter  summarizes  the  main
findings from the interviews.
1.  Traders’ responses
Of  the  10  garment  exporters  interviewed,  three  were  large-scale  traders,  listed
among the top 20 largest garment exporters in the country.
32  The remaining seven were
small and medium-sized garment exporters who were members of the Sri Lanka Chamber
of Garment Exporters, representing the small and medium-sized apparel manufacturers in
Sri Lanka.
33  A summary of the traders’ responses is given in table 6.
(a) Large-scale traders
(i) Profile of companies
All three garment exporters interviewed are engaged in both imports and exports.
All of the interviewed companies are registered with BOI, given that they export most of
their production.  Large companies on average submit up to 60-70 CUSDECs a month for
exports  and  imports,  respectively.    While  all  large  companies  lodge  the  CUSDECs
themselves through a separate division of their organization handling import/export-related
31 The garment industry contributes 8 per cent to GDP, accounts for 40 per cent of total industrial
production and is the largest foreign exchange earner in Sri Lanka.
32 This information was obtained directly from the Joint Apparel Association Forum, based on that
organization’s data for 2006.
33 The Sri Lanka Chamber of Garment Exporters defines an SME as a business with less than 350
workers, recording a yearly turnover of less than Rs 100 million and with movable property of less than
Rs  30  million.   This  definition  was  used  for  the  categorization  of  small  and  medium-sized  trading
enterprises for this study.199





Lodgement of CUSDECs a month (exports-imports) 20-10 60-70
Awareness of EDI (yes/no) Yes Yes
Method of lodgement (manual/electronic/both) Manual Both
Number of electronic lodgements n.a. Increased
   (increased/decreased/unchanged)
Preference for EDI Yes Yes
Current status of automation in SL Partial Partial
Satisfied with current status (yes/no) Unaware or No
not satisfied
Adapting to electronic lodgement
Use of IT in day to day business Yes Yes
Company has:
Computers with internet Yes Yes
Software that computes taxes Yes
System for exchange of trade information Yes
Other Yes
Any new investments made to introduce EDI? (yes/no) n.a. No
Areas of adjustments:





System configuration and connectivity n.a. Yes
Problems encountered in adopting EDI? (yes/no) n.a. No
Received help from EDI services provider? No Yes
Training No Yes
Equipment No No
Financial support No No
Other No Yes
Received help from government/others? (yes/no) No No
Need more help/support in:




34  two  of  the  companies  outsource  part  of  their  import  clearance  or  export
shipments.
35   Nevertheless,  the  larger  companies  generally  prefer  to  do  it  themselves
whenever  possible,  as  they  find  it  more  reliable,  cheaper  and  faster  than  outsourcing.
Moreover, they prefer not to outsource in order to ensure accountability and transparency
in their transactions.
36  They also believe their employees have a better understanding of
the garment business than outsiders and are able to respond better to their customers’
needs.
(ii) Cargo declaration process
The large-scale traders lodge CUSDECS both manually and electronically.  One
company  is  using  the  manual  system  to  lodge  all  its  export  CUSDECs,  while  the  EDI
Budget Yes No
Equipment Yes No
System configuration and connectivity Yes No
Benefits and costs of automation
Lodgement time (shorter/longer/no significant difference) Shorter Shorter
Clearance time (shorter/longer/no significant difference) Shorter Shorter
Lodgement costs (increase/decrease) Decrease Increase
Other benefits:
Quicker service Yes Yes
Freedom to work outside normal hours Yes Yes-No
Reduction in travel, delays and queues Yes Yes-No
Easy access to past records Yes Yes-No
Impact on SMEs No No





34 Two of the large companies interviewed had 50-60 persons working in the import/export divisions,
of whom 9-15 persons had a CHA licence.
35 One  of  the  companies  outsourced  all  of  its  sea  freight  shipments  while  it  handled  air  freight
imports in-house, given the small quantities involved.  The main reason was that the company had
insufficient resources to handle large-scale sea freight shipments.  The other company outsourced
only half of its total imports.
36 While the two companies outsourced to a CHA/freight forwarder, the agents worked solely for the
companies and did not provide clearance/forwarding services to any other company.  In fact, one of
them held a corporate CHA licence under the name of the company for which they did business.201
system is being used to lodge all of its import CUSDECs.
37  On the other hand, one of the
companies is lodging about 90 per cent of its CUSDECs via the EDI system while the
remainder  are  lodged  manually.    Since  the  large  companies  began  lodging  CUSDECs
electronically, they have all increased their usage of the EDI system over the years.  The
large companies currently prefer using the electronic method as it saves time to some
extent and minimizes errors in entry.
(iii) Adapting to electronic lodgement
All the large companies use IT extensively in their day-to-day work.  All of them
have software that not only computes taxes but also exchange information with customers/
agents.  Some of them have installed sophisticated IT systems such as Enterprise Resource
Processing (ERP).  In adapting to EDI, all three of the large companies have had to make
some adjustments in the areas of system configuration and connectivity, and to undertake
training.  They have had to provide some form of training for their workers through the
service provider.  In fact, one company had to make adjustments in its organization and
staffing since EDI had reduced the need for typists and data-entry operators.
None of the companies has had to make any significant investments in IT in order
to  migrate  from  a  manual  to  an  electronic  system.   All  of  them  needed  to  install  the
software that was provided free of charge by the service provider.  In terms of budgeting,
these companies have had to take into account associated fees (e.g., registration and
lodgement fees) involved in using the electronic system.
The large-scale companies did not encounter any major problems in adapting to
the system although some problems were reported at the initial stage of implementation,
such as congestion on certain days of the week, difficulties with the software, and a lack of
customer support, which have subsequently been resolved.
All the large companies received support from the EDI service provider, eServices
Lanka, in training personnel during the initial stage.  In addition, they received customer
support and help in software/systems integration.  Apart from this assistance, no other
support has been provided by any organization or the Government in adapting to electronic
lodgement.
(iv) Benefits and costs of automation
All  the  large-sized  companies  stated  that,  by  adapting  to  lodging  CUSDECs
electronically,  they  had  experienced  shorter  average  lodgement  times  (up  to  1  hour)
compared with the manual system.  Some of the companies mentioned that the average
clearance time had also been reduced.  One company was of the view that it had not seen
any significant changes in clearance times.  All of the companies agreed that the lodgement
37 The main reason for this is that a BOI office is located within the free trade zone where some
operations of the company are carried out.  As such, it can easily process the export documents from
the BOI office located within the zone.  In the case of imports, it preferred to lodge the CUSDEC using
the electronic system as it could then proceed to the port/airport for clearance.202
costs had increased with the introduction of the electronic system since they had to make
two payments (to the Customs/BOI and the service provider), whereas under the manual
system only the customs fee had to be paid.  In fact, due to this situation, one company
was contemplating of switching to the DTI system, as there is no additional fee for using
this alternative electronic system.  Nevertheless, all the companies were of the view that
electronic  lodgement  had  been  beneficial  on  average  in  providing  quicker  service  for
clients.
(v) Suggestions for improvements
All of the large-scale companies were dissatisfied with the current automation of
the import/export procedures available in Sri Lanka; they felt that there were significant
shortcomings in the current system.  They said the main shortcoming of the system was
that it had not been fully implemented and that many of the important agencies were not
linked  to  the  system.    All  the  companies  said  EDI  was  a  good  system  that,  if  fully
implemented, could provide many benefits for them as well as the SMEs, which stand to
gain more from automation given that export/import procedures are more burdensome for
them.
All said that the current US$ 2.50 fee charged to lodge CUSDECs electronically
was quite high given that the system is yet to be fully implemented.  Nevertheless, they
were  quite  willing  to  pay  that  amount  (or  more)  if  the  system  was  fully  linked  and
operational.  In that regard, they wanted the Government to take the lead and get the
relevant government agencies linked.  They emphasized the fact that this would require
a change in the mindset of people including government officials in order to successfully
implement the project In that connection, the large-scale companies identified BOI, customs,
ports/airports,  banks,  the  Department  of  Commerce,  the  Textile  Quota  Board  and  the
logistics providers as the main stakeholders that should be linked to the system on an
urgent basis.  It was also suggested that the Government consider allowing a capable
provider to enter the market.
(b) Small and medium-sized traders
(i) Profile of companies
Of the seven SME garment exporters interviewed, only two were registered with
the BOI.  During the interviews, it was found that almost all the SMEs were involved in
both importing and exporting.  While these exporters were engaged in exporting different
types of garments such as shirts, pants, skirts etc., most of them were also importing
fabric and accessories for export production.  Most of the respondents were supplying only
the international market while some were also supplying the domestic market.
38  Thus, the
import/export procedures were of equal importance to the SMEs.
38 With the exception of one company, all exported the majority of their production.203
The  firms  lodged  an  average  of  six  export  CUSDECs  per  month  while  those
importing lodged about 20 CUSDECs per month.  Of the seven respondents, three lodged
CUSDECs themselves.  Two used CHAs/freight forwarders to lodge CUSDECs and the
other  two  companies  outsourced  part  of  their  clearance  and  forwarding.    Those  SME
traders who used CHAs/freight forwarders to lodge CUSDECs stated that they preferred to
use an agent because:  (a) it minimized staff requirements in the company; (b) they did not
possess a CHA licence; (c) it was convenient to go through an agent since the companies
were not specialized in that area of work; and (d) it saved time.
(ii) Cargo declaration process
Most  of  the  respondents  were  aware  of  the  possibility  of  lodging  CUSDECs
electronically in Sri Lanka as well as the EDI system.  Nevertheless, almost all of them
used the manual system to lodge CUSDECs.
39  The reasons they gave for their preference
for the manual system were:  (a) the partial automation of the current system – that is, the
need  to  reprocess  the  documents  manually  after  lodging  them  electronically;  (b)  the
additional charge of US$ 2.50 per CUSDEC that had to be paid to the service provider in
lodging  electronically;  (c)  the  minimal  number  of  mistakes  that  occurred  in  lodging
CUSDECs manually.  Those who used CHAs/freight forwarders were indifferent with regard
to the two methods (manual/electronic) used as long as the cargo clearance or the shipment
was done on time.
(iii) Adapting to electronic lodgement
Almost all of the SME respondents used IT in their day-to-day business activities
including completing the CUSDEC form.
40  All of them had computers with Internet and
e-mail  facilities,  with  the  latter  being  used  as  a  means  of  exchanging  import/export
information  with  clients  and  agents  when  required.    Only  two  of  the  respondents  had
software that computed taxes while none of them were linked to the electronic system.
While some of the SME traders said they were interested in using the electronic
system, they thought they would first need to make adjustments.  In that regard most of
them considered it necessary to get their systems configured, establish/improve connectivity
and undertake training (five of the respondents stated that they would need to make these
adjustments).  Half of them foresaw the need to make changes in their organization and
staffing,  and  to  invest  in  additional  equipment  such  as  computers.    One-third  of  the
respondents were of the view that they would need to make special budgetary allocations
when adapting to the EDI system.  Most of the SME respondents stated that they had not
received any support from the EDI service provider.  None of the respondents had been
approached  or  provided  with  support  by  any  other  government  agency,  private  or
international organization in adapting to the electronic system.
39 Only one of the respondents used a combination of the manual and electronic systems, but this
was done by the company’s freight forwarder.  Nevertheless, most of the shipments were processed
manually.
40 The CUSDEC form has been prepared as a word-processing document, which is saved as a file in
the companies’ computers and completed whenever a shipment is to be made.204
(iv) Benefits and costs of automation
When  questioned  about  the  changes  that  would  result  from  lodging  CUSDECs
electronically, compared to lodging them manually, some SMEs stated that they expected
the average lodgement and clearance times as well as lodgement costs to be reduced.
Nevertheless,  one  respondent  who  was  more  aware  of  the  current  system  stated  that
while there would be no change in average clearance times, there would be an increase in
the lodgement costs, given that the system had not yet been fully implemented, plus the
additional cost involved in using the system.  A majority of the respondents also believed
that by switching to an electronic system they would be able to work outside the normal
customs/BOI working hours, provide quicker service to their customers and benefit from
easy  access  to  their  own  customs  declaration  data  stored  in  the  system.    They  also
expected a reduction of travelling, delays and queues at customs/BOI.
(v) Suggestions for improvements
The SMEs were of the view that their participation in the automated system would
increase if awareness of the system was raised, especially with regard to the reduced
costs and the benefits to be derived from lodging CUSDECs electronically.  A majority did
not have sufficient information about the current EDI system.  In fact, one respondent who
knew about the EDI system in other countries as well as the benefits of the system was
unaware that such a facility was currently available in Sri Lanka.  Respondents suggested
that  industry  associations  such  as  JAAF  should  initiate  awareness  programmes  for
disseminating information about the EDI system in Sri Lanka.  Those who were aware of
the system also highlighted the need to fully automate the current system if they were to
maximize the benefits from this technology and get their money’s worth in terms of the
investments involved in using the system.  It was also suggested that the service provider
grant access to the system on a trial basis so that they could test it before migrating from
a manual system.
2.  Agents’ responses
Of the 10 agents (CHAs and freight forwarders) interviewed, three were large-scale
while seven were SMEs.  For the purpose of the study, the agents were classified based
on  the  number  of  employees  (25  or  less)  and  the  CUSDECs  lodged  (100  or  less  per
month).  Details of the agents’ responses are summarized in table 7.
(a) Large-scale agents
(i) Profile of companies
It is interesting to note that the services provided by a majority of the small and
medium-sized agents are limited to that of a CHA whereas the large-scale agents are total
service providers and act as freight forwarders.  The large-scale agents interviewed employ
about  220  staff  on  average  while  the  number  of  customers  ranges  from  about  200  to
1,500.  They lodge between 800 and 2,700 CUSDECs each month, of which 700 are
lodged on average for exports and about 870 on average for imports.  A majority of the
CUSDECs they lodge are for BOI companies and go through the BOI process.205






Lodgement of CUSDECs per month (exports-imports) 15-62 700-870
Awareness of EDI (yes/no) Yes Yes
Method of lodgement (manual/electronic/both) Manual Both
Number of electronic lodgements Increased Increased-
   (increased/decreased/unchanged) unchanged
Preference for EDI Yes Yes
Current status of automation in SL Partial Partial
Satisfied with current status (yes/no) No No
Adapting to electronic lodgement
Use of IT in day-to-day business Yes Yes
Company has:
Computers with Internet Yes Yes
Software that computes taxes Yes Yes
System for exchange of trade information Yes Yes
Other No Yes
Made any new investments to introduce EDI? NA No
   (yes/no)
Areas of adjustments:





System configuration and connectivity Yes Yes
Problems encountered in adopting EDI? (yes/no) Yes





Received help from government/others? (yes/no) No No
Need more help/support in:
Organization and staffing No No
Training Yes No
Procedures No Yes206
(ii) Cargo declaration process
All  the  large-scale  agents  were  using  a  combination  of  manual  and  electronic
systems  in  lodging  CUSDECs.    Two  of  the  three  large  companies  interviewed  lodged
between 80 per cent and 90 per cent of their CUSDECs using EDI while the rest were
lodged  manually.    Only  one  company  lodged  more  than  20  per  cent  of  its  CUSDECs
manually.
Most  of  the  agents  said  that  larger  trading  companies  preferred  to  outsource
clearing/forwarding rather than do it themselves while SMEs were aware of the option of
lodging CUSDECs electronically.  When asked about their preference for the method of
lodgement,  two  of  the  three  large-scale  agents  stated  that  they  preferred  to  lodge
CUSDECs  electronically
41  rather  than  the  manual  system  due  to:    (a)  the  flexibility  of
lodging  the  CUSDEC  24  hours  a  day,  including  weekends;  (b)  the  ability  to  carry  out
internal audits before submission; (c) the reduction in the time spent queuing up at customs/
BOI to submit the CUSDEC; (d) the reduction in errors and in the costs associated with
filing CUSDECs; and (e) the reduction in unofficial payments for processing documents.
Moreover, they said that companies were able to take advantage of changes in exchange
rates by lodging the CUSDECs electronically during the weekend.  The two companies
Budget No No
Equipment Yes No
System configuration and connectivity Yes Yes
Benefits and costs of automation
Lodgement time (shorter/longer/no significant Shorter Shorter
   difference)
Clearance time (shorter/longer/no significant No difference No difference
   difference)
Lodgement costs (increase/decrease) Increased Increased
Other benefits:
Quicker service Yes No
Freedom to work outside normal hours Yes Yes
Reduction in travel, delays and queues Yes No
Easy access to past records Yes No
Impact on SMEs No No






41 The other company stated that it preferred to use the manual system especially in lodging export
CUSDECs as the export volumes are low.207
stated  that  their  customers  usually  preferred  the  electronic  system  and  that  few  had
complained about the extra charge involved.  However, the agents stated, their small and
medium-sized  customers  preferred  the  manual  system  as  they  gained  no  substantial
benefits in electronic lodgement.
(iii) Adapting to electronic lodgement
All the large-scale agents were using computers with Internet connectivity for their
daily activities.  They also had software that computed taxes due, and most of them were
using e-mail to send import/export information to their customers.  One company had its
own in-house “Track and Trace System” that allowed its customers to see the status of
their shipments.  Following the introduction of the electronic system, two companies had
increased  their  usage  of  EDI  while  in  the  case  of  the  third  company  usage  had  not
changed much.
42  None of the companies had to make any new investments in IT -related
equipment when introducing electronic lodgement and were managing satisfactorily with
their existing equipment.  Nevertheless, one of the companies had to make adjustments in
procedures, system configurations and connectivity.  All three companies had received
some level of assistance from eServices Lanka in training personnel and customer support.
One  company  stated  that  it  would  need  further  support  in  system  configuration  and
connectivity.
There were a few initial teething problems in adapting to the new system such as
the inability to lodge long entries, which has now been rectified.  However, some other
problems persist such as connecting to the system and time taken to rectify mistakes.
(iv) Benefits and costs of automation
With the introduction of automation, all have experienced shorter average lodgement
times compared with the manual system.  Nevertheless, lodgement costs have increased
due to the additional charges payable to the service provider.  There has been no significant
difference in average clearance time between the systems as the electronic system has
not been fully automated and does not extend to the clearance process.  All the respondents
agreed that the export/import procedures had not been fully automated.  A majority stated
that about 10 per cent of the total process could be done electronically, up to the point of
assessment.
While  travelling  and  queuing  times  at  customs/BOI  have  been  reduced,  the
documents still have to be processed manually.  There has been no benefit in having easy
access to one’s own declaration data, nor have the agents been able to provide quicker
services to the customers.  Nevertheless, some benefit has been gained in terms of the
ability to lodge CUSDECs outside normal customs working hours.  One company stated
that it had reaped exchange rate benefits by lodging CUSDECs electronically.  While some
agents felt that there had been no impact from automation on SMEs, others said that the
 42 It  should  be  noted,  however,  that  the  latter  started  using  EDI  in  2007  whereas  the  other  two
companies have been using EDI since 2005.208
impact of automation on SMEs might be the same as on large-scale clients.  However,
none considered the impact to have been more positive or negative in the case of SMEs.
(v) Suggestions for improvements
High transaction costs and the piecemeal system were other shortcomings of the
current system that were cited.  While emphasizing the need to fast-track and fully automate
the  system,  including  the  ability  to  make  electronic  payments,  the  freight  forwarders
stressed  the  need  to  change  the  mindset  of  people,  especially  those  in  government
institutions (including officials at the highest levels), in order to promote full implementation.
One respondent mentioned the need to automate the inspection process, which was the
most  cumbersome  aspect  of  the  trading  process.    However,  the  respondent  said  that
taking measures to accept the Commercial Invoice electronically, without requiring a hard
copy  with  the  signature  and  the  seal,  would  be  easier  than  automating  the  clearance
procedure.  It was suggested that customs and BOI should be fully linked with each other
first, with provision made for linking with other institutions at a later stage.
Ultimately, the physical presence of customs officials needs to be cut down in order
to reduce the necessity of making unofficial payments.  Such a move would bring down
the cost of trading and improve the competitiveness of goods internationally.  The need to
improve the competence of the service provider in tandem with the above efforts was also
mentioned.  To encourage the participation of SMEs, the following steps were suggested:
(a) set up a secure, web-based system that is more user-friendly and with easy access;
(b) reduce the lodgement fee to encourage agents to adopt the system and introduce one
fee to cover the entire import/export process; and (c) improve awareness of the system
among the SMEs.
(c) Small and medium-sized agents
(i) Profile of companies
Most  of  the  small  and  medium-sized  agents  interviewed  are  acting  as  freight
forwarders  while  a  few  are  CHAs.
43   The  number  of  employees  and  the  number  of
customers range from 3 to 22 and 3 to 40, respectively.  A majority of their customers are
small and medium-sized companies; large-scale customers account, on average, for about
25 per cent of the total customer base.  These agents provide services for both BOI and
non-BOI companies.
(ii) Cargo declaration process
While  all  agents  handle  imports,  only  75  per  cent  of  those  interviewed  handle
exports.  On average, they lodge about 62 import CUSDECs and 15 export CUSDECs per
month.    Five  of  the  respondents  said  they  only  used  the  manual  system  in  lodging
CUSDECs while one respondent used the EDI system.  According to another respondent,
43 However,  it  should  be  noted  that  while  the  majority  of  the  small-scale  agents  call  themselves
freight forwarders, the services that they actually provide are limited to that of a CHA.209
who was using EDI extensively for imports and the manual system for exports, the EDI
system automatically calculates import duties due.  Also mentioned was the fact that it is
easier to do so through the EDI system.  Compared to imports, the duty calculation for
exports is simpler and easier.  Other reasons given for the preference of the electronic
system included:  (a) the reduction in time spent at customs/BOI; (b) the reduction in costs
associated  with  filing  a  CUSDEC,  unofficial  payments  and  extra  staff  hired  to  process
documents manually.  Moreover, the respondents said they wanted to keep up with latest
developments in the field.
Those who preferred using the manual system for both exports and imports said
that they would only consider moving to an electronic system if the entire process was
automated and the benefits were substantial.  A majority of the respondents were of the
view that only 10 per cent or less of the import/export process was currently automated.
All small and medium-sized agents shared the view of the large-scale agents that SME
traders were aware of the option of lodging CUSDECs electronically.  They also stated that
their clients did not specify how the lodgements should be made as long as clearance and
shipments were done on time.
(iii) Adapting to electronic lodgement
Except  for  one  respondent,  all  the  small  and  medium-sized  agents  had  basic
computer facilities, including Internet connections, while a few had software for computing
due  taxes.    Some  used  e-mail  to  send  import/export  information  to  their  clients.   Two
respondents who were currently using EDI, had to make adjustments in introducing the
system,  i.e.,  training,  system  configuration,  getting  Internet  connections  and  making
adjustments in their budgets for the Internet connection fee.  One of those two respondents
stated that it had been necessary to buy four computers and printers, and to hire three
people, following the introduction of the electronic system.  The respondent said that more
support was needed for acquiring equipment, undertaking training and upgrading systems.
Interestingly,  the  other  EDI  user  stated  that  while  no  additional  support  was  required
a more efficient system was needed.
Those respondents who were not using EDI to lodge CUSDECs felt training would
be crucial if they were to migrate to the electronic system in the future.  Some respondents
said they needed more support in acquiring new equipment, and in systems configuration
and connectivity.  One respondent also stated the necessity of hiring additional staff in
order to use the system.  Of the other SMEs interviewed, only one had been approached
by eServices Lanka or any other organization in order to promote the system or to extend
help/support in acquiring it.
(iv) Benefits and costs of automation
In analysing the benefits and costs of moving over to the automated system, both
companies that were already using the system stated that although they had experienced
shorter lodgement times the official lodgement costs had increased and there had been no
significant difference in the average clearance time.  The two respondents also stated that
they had been able to provide quicker service for clients, and that freedom to work outside210
normal customs working hours and easy access to their own declaration data had been
highly beneficial.  They also said that travelling time, delays and queues at customs had
declined to some extent after migrating to the electronic system.  They had increased the
lodgement of CUSDECs through EDI since the introduction of the system.  Those who had
yet to experience the benefits of EDI stated that they expected it to provide a number of
benefits.  It is interesting to note that neither the freight forwarders nor the CHAs foresee
a major change in their roles in the export/import process in the event that Sri Lanka fully
migrates to an electronic system and adopts a single window system in the future, as the
Customs Ordinance states that goods can be only cleared by an entity holding a CHA
licence.
(v) Suggestions for improvements
In order to develop automation in Sri Lanka further, the respondents stated that it
would  be  necessary  to  increase  awareness  of  the  EDI  facility  among  the  business
community.  Furthermore, the importance of setting up booths that are connected to the
eServices in Colombo as well as the suburbs, especially in areas where most agents are
located, was emphasized as they will ensure substantial access for agents to EDI facilities.
Some  agents  also  said  the  Government  needed  to  set  a  deadline  for  all  trade-related
documents to be processed electronically in order to promote migration to an automated
system.  In addition to customs, they were of the view that linking the ports and Sri Lanka
Standards  Institution  to  the  system  would  benefit  them  the  most.    The  need  for  the
different divisions/departments within customs to be fully linked, in order to increase the
efficiency of the system, was also stressed.
In order to improve and support the participation by SME clients in the system, the
agents said more training on how to use the system should be provided, thereby developing
the capacity of the players in the market to benefit from the system.  They pointed out that
the Chambers of Commerce in Sri Lanka could play a greater role in reaching out to the
SMEs in that regard and, in turn, the Government could provide support to the Chambers
in  disseminating  the  information  through  seminars,  workshops  etc.    They  noted  the
importance of developing EDI to the level where it would provide the best service, as that
would  also  encourage  SMEs  to  use  the  system.   Almost  all  the  respondents  saw  no
discrimination against SMEs in the import/export process.
E.  Conclusion and recommendations
Sri Lanka has only partially implemented the EDI system despite the fact that the
Sri Lanka Automated Cargo Clearance System was initiated about six years ago.  The
progress to date has been poor, with more than 80 per cent of the CUSDECs still being
processed manually.  According to the interviewees, only about 35 per cent of the entire
import/export process has been automated and most are not satisfied with the status of
automation in the country.  Unsurprisingly, automation has had a relatively small impact on
the small and medium-sized traders and agents, and the benefits have been limited.211
Currently, the EDI system only allows lodgement of the customs declaration form
and  receipt  of  approval.    Thereafter,  the  process  is  entirely  manual  and  still  involves
a large amount of paperwork and visits to different locations to import or export a good.  In
addition, there is the added cost involved in lodging the documents electronically, which
some  stakeholders  thought  was  too  high  since  they  can  only  lodge  the  CUSDEC
electronically.
Moreover, customs, the ports and BOI, which are the main organizations in the
system, remain only partially connected while important components such as submission
of manifests and shipping notes are still being tested and are not in commercial operation.
So far, only SLTB is connected to the system.  Thus, linkages with the relevant government
agencies are non-existent or weak at best.
Full  implementation  of  the  EDI  system  in  Sri  Lanka  has  been  delayed  due  to
a number of reasons.  The main reason is the absence of an entity to drive and coordinate
the implementation of the system.  Ideally, it should be spearheaded by the Ministry of
Trade, Commerce and Consumer Affairs.  In addition, it is necessary to re-engineer the
way a number of government agencies work in order to get them linked to the system.
However, computer literacy is one major obstacle to the adoption of the electronic system
by government agencies.  It must be noted that the success of the system hinges not only
getting the required technology but also on being able to all agencies involved to adopt the
system.    In  that  regard,  the  service  provider  lacks  a  strategic  plan.    Consequently,
Sri  Lanka  has  only  managed  to  automate  part  of  the  import/export  process  while
a substantial portion of the process remains manual.  Therefore, Sri Lanka has a long way
to go before trade facilitation is fully automated similar to the systems in Singapore, the
Republic of Korea and Dubai, United Arab Emirates.
Policy  recommendations  for  the  Government,  customs,  other  agencies  and  the
service provider on developing automation of the export/import process are given below.
Although some recommendations target the SME sector directly, since Sri Lanka is still at
the  initial  stage  of  implementing  the  EDI  system,  many  of  them  are  applicable  to  all
enterprises irrespective of their size.
1.  Government, Sri Lanka Customs Authority, government agencies
To  increase  or  even  just  maintain  Sri  Lanka’s  export  competitiveness  and  its
trans-shipment  position  within  South  Asia,  it  will  be  necessary  to  accelerate  the
implementation of the EDI project.  In this regard, it will be necessary to link up with all
concerned, including government and private institutions, as this will eventually allow the
country to move towards a single electronic window.  This will encourage SMEs to use the
electronic system, since the import/export processes will be fully automated.
As linking all the government and private agencies simultaneously might be too
ambitious, it will be necessary to first prioritize a few selected important stakeholders and
link them up, and thereafter get others to join the system at a later stage.  The SME
respondents were of the view that linking not only customs, BOI and the ports but also
Sri Lanka Standards Institution, Import and Export Department, the Cosmetics Devices212
and Drugs Authority, the Telecom Regulatory Commission and the Ministry of Health would
be beneficial to them.  Strong support needs to be provided, especially to government
agencies, to ensure that they are able to link up with the system.  Therefore, it will be
necessary  to  re-engineer  the  way  a  number  of  government  agencies  work.    This  will
require the provision of not only software and hardware but also training of staff within the
agencies on how to use the system.
There is also the need to ensure that the service provider is capable of linking all
concerned and that it has the required technology as well as the necessary financial and
human resources.  Given the slow progress made to date, many of the stakeholders –
including CHAs/freight forwarders and the garment industry – have little or no confidence
in  the  present  service  provider  and  its  ability  to  implement  the  system  fully.    Some
respondents strongly suggested that the market be opened up, as this would pave the way
for more efficient and technologically superior service providers to offer a similar service.
However, some of the respondents also pointed out that this would make little difference
unless all the institutions were willing and capable of linking up with the system.
The full implementation of the EDI system and linking all concerned to the system
is a challenge.  In this process, customs can play a crucial role.  However, the interviews
with SMEs and others revealed that corruption in government institutions is one of the
biggest  impediments  to  implementing  the  system.    This  fact  was  also  highlighted  by
Transparency  International  Sri  Lanka  (2008),  which  noted  that  “EDI  would  speed  up
processing,  reduce  workloads,  improve  documentation,  save  time  and  result  in  much
greater efficiency for all parties.  But it would also undermine prevalent and predictable
forms  of  corruption  that  have  long  existed  in  the  Customs  Department”.    Some  SME
agents were of the view that unnecessary delays were created at certain points of the
import/export process in order to discourage traders/agents from using the EDI system.
For customs or the Government to develop the EDI system fully, it will be necessary
to establish a proper database of the users.  These forms of data/information are essential
in making meaningful changes to the current system and promoting EDI in the country.
Therefore, the authorities will need to address the current vacuum in data availability.
In  migrating  to  an  automated  system  it  is  vital  that  the  necessary  supportive
legislation and infrastructure facilities are in place.  Some SMEs as well as the large-scale
agents/traders felt that it would be necessary to enact the necessary legislature to make
automation compulsory so that everyone would need to process import/export documents
and  other  allied  documents  electronically,  including  a  deadline  for  full  migration  to  an
electronic system.  Infrastructure facilities such as an uninterruptible power supply should
also be developed; for example, a breakdown of the electricity supply in the country could
upshot down the trading process if it was done entirely through EDI, thus resulting in huge
losses.  Larger firms would be better placed to address such situations (e.g., access to
generators); the small-scale players, who do not have access to such equipment, would
mainly be the ones most adversely affected.
In  order  to  implement  the  above  recommendations,  it  will  be  necessary  for  the
Government  to  take  an  active  interest  in  this  initiative  and  the  efforts  towards  full213
implementation of the system.  All those interviewed said it would be necessary for the
Government to take the lead in developing the system.  Some interviewees suggested
setting up an inter-ministerial committee, with participation by the private sector, headed
by the Minister of Trade or even the President, given the importance of the project to the
national economy.
2.  Service provider
Many of the SMEs interviewed were not using EDI but were keen to try out the
system.  The lack of resources does not appear to be a major obstacle to migrating to an
electronic system.  However, there is a wide lack of awareness of the system in the SME
sector,  especially  with  regard  to  the  benefits  and  costs.    Many  SMEs  have  not  been
approached by the service provider or any other organization.  There is clearly no organized
method of disseminating information to them.  In this context, the majority of the SME
traders/agents highlighted the importance of raising awareness of the EDI system and
other  trade-related  information  that  affected  them.    Customs  should  take  the  initiative,
together with the chambers/industry associations, in developing a system of coordinated
information dissemination in order to reach out to the SMEs.  The EDI service provider can
also take a lead role in increasing awareness by educating SMEs.  As one SME respondent
suggested, providing non-EDI users with a free trial run of the facility would introduce them
to the system and encourage them to use it after experiencing the benefits first-hand.
In order to encourage greater participation in the benefits of an automated system
by the SMEs, EDI centres with computer facilities should be set up in and around Colombo
as well as in other urban areas.  A proposal has been put forward along these lines, but no
action has materialized to date.  The service provider should take the initiative in setting
up these centres.
Some stakeholders were of the view that EDI was out-dated technology and that
greater emphasis should be placed on web-based technologies such as XML/UNeDocs.
Therefore, the current service provider should assess the most suitable technology for the
country.214
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VIII.  THE IMPACT OF INFORMATION TECHNOLOGY IN
TRADE FACILITATION ON SMALL AND MEDIUM-SIZED
ENTERPRISES IN THE PHILIPPINES
By Loreli C. de Dios
Introduction
This chapter describes the impact of information technology (IT) in trade facilitation
on small and medium-sized enterprises (SMEs) in the Philippines.  The definition of SME
varies  across  countries,  and  the  Government  of  the  Philippines  has  adopted  one  that
includes micro- and cottage enterprises.  The Government classifies establishments into
four categories:  (a) micro/cottage (1-9 persons in the workforce and with asset limit of
P 3 million); (b) small (10-99 workers, with an asset limit of P 15 million); (c) medium
(100-199 workers, with asset limit of P 100 million); and (d) large (more than 200 workers,
and more than P 100 million in assets).
On that basis, micro/cottage enterprises have dominated the economy, accounting
for a 92 per cent share in 2006, with small and medium-sized ones comprising another 7.3
and  0.4  per  cent  of  all  enterprises,  respectively.    In  the  Philippines,  micro,  small  and
medium-sized enterprises (MSMEs) employ 70 per cent of the total workforce (Department
of Trade and Industry, 2009).  A large concentration is found in the domestic sector, i.e.,
wholesale and retail trade, manufacturing, and hotels and restaurants, with 50 per cent in
wholesale and retail trade alone.  An estimated 70 per cent of the 1,000 firms engaged in
exporting are SMEs (Berida, 2008), SME exports made up 19 per cent of SME output and
17 per cent of industry exports (National Statistics Office, 2003), and MSMEs accounted
for  25  per  cent  of  the  country’s  total  export,  revenue,  mainly  through  subcontracting
arrangements with large firms or as suppliers to export companies (Department of Trade
and Industry, 2009).
However, size is not the only factor that inhibits the internationalization of SMEs
and their active participation in international trade.  The Global Facilitation Partnership for
Trade and Transport (2005) lists 14 barriers to internationalized SMEs.
1  Size, however,
makes SMEs more vulnerable to such barriers, i.e., many of the barriers are correlated
1 These  are:    (1)  a  lack  of  entrepreneurial,  managerial  and  marketing  skills;  (2)  bureaucracy;
(3) difficulty in accessing information and knowledge; (4) difficulty in accessing financial resources/a
lack of capital; (5) a lack of access to investment (technology, equipment and knowhow); (6) non-
conformity in standardization, a lack of quality awareness and a lack of mutual recognition schemes;
(7) product and service range, and usage differences; (9) language barriers and cultural differences;
(9)  risks  in  selling  abroad;  (10)  competition  from  indigenous  SMEs  in  foreign  markets;  (11)  unfair
behaviour of multinational companies against domestic SMEs/a lack of government supply-support
programmes; (12) complexity of trade documentation including packaging and labelling; (13) a lack of
government  incentives  for  internationalization  of  SMEs;  and  (14)  inadequate  intellectual  property
protection.216
with firm size.  For example, specific concerns of SMEs in the Philippine have to do with
their difficulty in accessing markets, finance, technology and information, and the widening
technology gap in addition to their small and receding role and minimal share in industrial
exports (Hernandez, 2005).  Of these major constraints, market access or supply chain
efficiency is most affected by policies and procedures governing the movement of goods.
Trade  facilitation  is  defined  by  the  World  Trade  Organization  (WTO)  as  “the
simplification and harmonization of international trade procedures”, where trade procedures
are  the  “activities,  practices  and  formalities  involved  in  collecting,  presenting,
communicating and processing data required for the movement of goods in international
trade”.
2  Such measures thus logically focus on requirements enforced by customs (i.e.,
the  main  border  agency),  although  they  include  the  requirements  of  other  government
entities that issue permits for particular goods, banks that accept payments, or transporters
and cargo handlers, which are all subsumed under customs’ workflow.
SMEs  are  the  main  beneficiaries  of  trade  facilitation  because  trade  transaction
costs fall disproportionately on them (United Nations Economic Commission for Europe,
2003).  Compliance with direct and indirect transaction costs has been found to have an
asymmetric  effect  on  SMEs  and  little  relationship  to  the  value  of  goods  they  trade.
Complicated  trade  procedures  entail  a  greater  need  for  manpower  to  undertake  them,
implying an adverse impact on SMEs because they typically do not have the manpower or
their productivity, when complying, is low.  Lengthy processing times affect costs, thus
creating a larger burden for small capital-deficient firms.  Unpredictable or non-transparent
rules and procedures put SMEs at a disadvantage as they need to spend extra resources
to obtain information.  Unreasonable border delays and demands for bribes to expedite the
movement of goods create costs that undermine their competitiveness.  Since these costs
do not vary with the value of output, they increase the unit operational costs of SMEs.
Information technology has an obvious significant role in simplifying and harmonizing
border  and  administrative  procedures  that  ultimately  facilitate  trade.    Customs  data
validation, cargo inventory control, goods declaration processing, electronic notification of
release, revenue accounting, and customs enforcement readily benefit from IT.  From the
viewpoint of government, IT secures revenue collection through various means, e.g., the
reduction  of  fraud,  remote  access  to  information,  improved  reporting  and  collection  of
statistics,  control  of  file  transfers  and  automatic  reconciliation  of  customs  declarations.
Automation connects the regulatory authorities involved in trade.  Paperless declarations
save time that is better spent inspecting high-risk shipments.  Pre-arrival clearance, risk
analysis and separation of release from clearance are made possible.
From  the  viewpoint  of  businesses,  IT  reduces  the  cost  of  doing  business  by
(a)  raising  the  efficiency  of  customs  controls  while  ensuring  the  uniform  application  of
legislation,  (b)  promoting  transparency  in  the  assessment  of  duties  and  taxes,  and
(c) improving predictability of clearance times.  Automation reduces corruption by minimizing
2 Such data comprise commodity characteristics, origin and destination, transport details, permits
and  issuing  agency,  trader/broker/supplier  information,  valuation,  payments  and  exemptions,  and
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direct contact between customs officers and traders, and by significantly lessening the
potential negative impact of physical inspections.  “ICT applications can reduce waiting
times at border crossings and at ports, secure appropriate processing of fees and customs
duties, simplify formalities, and provide timely information to transport operators…(They)
reduce transaction costs, enhance supply capacities and increase global market access”
(United Nations Conference on Trade and Development, 2006a and 2006b).
Customs reform or modernization programmes thus inevitably include automation,
which  induces  transparency,  predictability  and  reliability,  and  allows  alignment  with
international standards.  Where other government agencies with border responsibilities
such  as  the  issuance  of  licences  and  permits,  granting  of  certificates  (e.g.,  origin  and
compliance), and other related functions similarly adopt IT in their procedures, the trade
facilitating  impact  is  enhanced.    Hence,  efforts  towards  national  single  windows  and
interactive feedback between customs and those agencies are likely to have a positive
multiplier effect on efficiency.  Therefore, increased emphasis on the wider use of IT in
promoting trade facilitation,
3 as reflected in many of the proposed measures in the WTO
Negotiating Group on Trade Facilitation, can be anticipated.  Since the transaction costs of
complying with trade regulations and procedures are higher for smaller firms, this chapter
attempts  to  ascertain  whether  the  use  of  IT  in  trade  facilitation  inhibits  or  encourages
participation in foreign trade by SMEs in the Philippines.
Collecting the required establishment-level trade transaction information through
a survey of SMEs about their experience with customs procedures in the Philippines is not
possible,  as  it  is  unavailable  from  the  Bureau  of  Micro,  Small  and  Medium  Enterprise
Development of the Department of Trade and Industry, and confidential in the case of the
Bureau of Customs.  The information was therefore collected from customs brokers since:
(a)  an  estimated  90  per  cent  of  importers,  regardless  of  the  size  or  frequency  of
transactions, use such brokers in dealing with the Bureau of Customs; (b) brokers make
the necessary adjustments to procedural or system changes in order to maintain their
clientele, thus determining how easy or difficult it would be for each of their clients to
import/export; and (c) the majority of brokers are SMEs themselves.
Section A describes the use of IT in cargo clearance as the core IT-based trade
facilitation  measure  confronting  SMEs  within  customs  automation  and  modernization
programmes.  Section B provides a brief background on customs brokers
4 and the survey
respondents.
3 Trade facilitation in general can lead to (a) more efficient production and allocation of resources as
TF increases competition through reduced transaction costs of trading, i.e., allowing increased efficiency
in  the  use  of  existing  resources,  encouraging  specialization  and  activities  that  reflect  comparative
advantage, and making use of scale economies through exports; and (b) cheaper consumption as TF
reduces  inefficiencies  and  obstacles  to  trade,  thereby  lowering  domestic  prices  (United  Nations
Economic Commission for Europe, 2003).
4 Additional information about customs brokerage can be found in annex 3 of ARTNeT Working
Paper No. 7409, available at www.unescap.org/tid/artnet/pub/wp.asp.218
Section C discusses the results of the survey
5 and the implied characteristics of
SME traders.  The discussion is guided by the following key questions:
(a) What IT-based trade facilitation measures are implemented in the Philippines?
(b) To what extent are they accessible and utilized, and by whom?
(c) What are the barriers to the use of these measures, particularly by SMEs and
new/small traders?
(d) Did the operator/provider/regulator of these IT services undertake activities to
reduce these difficulties and were these activities effective?
(e) Did the institution of these measures result in increased trade and greater
participation in trade by SMEs?
Section D provides the conclusion and recommendations in answer to the following
questions:
(a) Which  components  of  the  IT-based  trade  facilitation  measures  along  the
transaction chain seem to be most important in facilitating SME participation
in trade?
(b) What interventions related to the implementation of such components may
be required to ensure that the IT-based trade facilitation measures do not
discriminate against the participation of SMEs in international trade?
A.  Use of information technology by the Bureau of Customs
The  Bureau  of  Customs’  first  serious  attempt  at  automation  was  through  the
installation  of  a  mainframe  computer  system  in  1976  to  capture  transactions  data  and
generate databases of customs bonds, orders of payment and customs declarations for
management information.  The manifest clearance system remained in operation up to the
1990s, encoding paper cargo manifests into electronic files for posting declarations and
cargo claims and generation of shipment reports.  From 1992 to 1998, a Customs Reform
and Modernization Programme was undertaken, initially to plug revenue leakages, and
was  later  broadened  through  a  “Blueprint  for  Customs  Development”  to  cover  such
objectives as a better business and investment environment, protecting public health and
the environment, and streamlining the bureaucracy.
Extensive use of information and communication technology during the programme
was a major strategy, mainly to advance customs processes ahead of the arrival of cargo,
automate processes and minimize human intervention.  Systems and procedures were
re-engineered in the following ways:  (a) processes were automated to reduce intervention
in 80 per cent of transactions; (b) controls were positioned at points where they would be
most effective without obstructing business; (c) remote facilities were provided for lodging
declarations; (d) paperless and cashless processes were introduced; (e) certain operations
5 The survey instrument may be found in annex 4 of ARTNeT Working Paper No. 7409, available at
www.unescap.org/tid/artnet/pub/wp.asp.219
were  privatized;  and  (f)  agencies  participating  in  the  system  were  linked  electronically
(Parayno, 2004).
The IT system first covered cargo processing from the assessment and collection
of duties, taxes and fees, in order to control of cargo.  This was achieved through the
customization  of  the  Automated  System  for  Customs  Data  (ASYCUDA++)  software
developed by the United Nations Conference on Trade and Development (UNCTAD), the
acquisition  of  computers  and  servers  for  the  21  ports  across  the  country,  and  the
establishment of electronic links between them through a wide area network.  Additional
systems were eventually developed for payment and online release in coordination with
banks and port operators, respectively.  These were then integrated into the Automated
Customs Operations System (ACOS), the first IT-based system at the Bureau of Customs
that sought to automate the entire cargo clearance chain.  By 1997 almost all segments of
cargo clearance were fully automated, and by 1998 the system was running at all major
ports.  The Bureau of Customs intended ACOS to have the following features:
(a) Selectivity.    To  speed  up  cargo  release,  only  high-risk  goods  would  be
subjected to the usual controls; low-risk goods would be given immediate
clearance.  This would entail the application of risk management in identifying
cargo that required further document examination and/or physical inspection;
(b) Post-entry audit.  Delays in cargo movement would be avoided by postponing
the exercise of some customs controls until after the goods had been released
to the consignee.  Shipments that would have otherwise required customs
intervention  would  be  released  after  guarantee  requirements  had  been
satisfied;
(c) Advanced processing.  It would be possible to initiate the clearance process
prior to the arrival of cargo to reduce the time lag between the arrival and
release of goods;
(d) Client self-assessment.  Traders would be allowed to self-assess their duty
and tax liability to facilitate clearance as well as preempt opportunities for
customs personnel to exercise discretion in valuation;
(e) Electronic data interchange (EDI).  Information technology would be deployed
to eliminate face-to-face transactions between customs and clients, minimize
the time required for clearance and provide convenience to traders.  Thus, it
would be possible to carry out most transactions with customs electronically.
Specifically, the Bureau of Customs introduced mandatory payment to banks as
the first step in cargo clearance, and electronic lodgement of declarations through EDI and
direct  trader  input  systems.    Computers  calculated  and  collected  duties  and  taxes,
determined payments made, issued release instructions for shipments to the cargo handler,
and kept document receipts and releases by various offices.  IT also selected shipments
for examination and assigned the examining officer.  For these, the Bureau of Customs
established the online release system in cooperation with freight forwarders, electronic
transmittal of payment data from banks to the Bureau of Customs in cooperation with the
Bankers’ Association of the Philippines, and advance submission of manifest information220
through  port  operators’  computer  systems  and  consolidators’  data  exchange  centre.
Lodgement of declarations was privatized and transferred to the Philippine Chamber of
Commerce and Industry.  Thus in addition to green lane processing and electronic manifest,
there were automated matching of payments and payables, and post-release review.
A trade facilitation programme, called the Super Green Lane (SGL), was established
in 2000 as a special customs clearance facility for the top tax-paying importers that did not
compromise collections and, instead, generated service fees that went to a trust fund to
enhance the efficiency of customs.  SGL clients require accreditation and EDI for entry
lodgement via an authorized value-added network service provider.  SGL shipments are
processed  and  cleared  in  advance,  and  are  exempt  from  selectivity  and  physical  or
documentary checks, and the P 2,500 fee per declaration (versus P 40 for regular lane);
however, if required, the goods are inspected after release at the importer’s premises.  To
qualify for SGL treatment, shipments have to be:  (a) in the pre-approved list of importable
items of the accredited importer, freely importable or covered by proper import licences;
(b) declared under formal entry thus subject to duties and taxes; (c) filed through EDI; and
(d) non-agricultural or not requiring quarantine.  To encourage the use of SGL, in 2003 the
facility was opened to all importers who had transacted with the Bureau of Customs for at
least one year and were willing to undergo post-entry audit, and who had good compliance
records and imported regularly.  The fees were graduated depending on the FOB value of
the shipment.
Thus,  by  2000,  ACOS  covered  import  processing  with  modules  for  electronic
manifest, electronic encoding, assessment, selectivity, payment and online release.  Export
documentation  was  added  in  2001.    A  computerization  improvement  programme  was
launched in 2005, comprising 33 major components that included software upgrades to
ASYCUDA  World,  an  import  and  assessment  system,  exports  system,  a  transactional
portal, a resource and operations management system, and a fund monitoring system.  All
of these are currently being developed.
Value-added service providers (VASP) offered electronic data interchange services
and  web-based  applications  for  traders  to  transact  electronically  with  the  Bureau  of
Customs.    The  Philippine  Chamber  of  Commerce  and  Industry  managed  the  gateway
infrastructure connecting VASPs to the Bureau of Customs.  VASP software allowed remote
electronic filing and processing of import entry declarations, so that these were prepared
offline, lodged by batch and printed in customs-prescribed format, together with the final
assessment notices.  It also permitted electronic transmission of instructions to banks for
payment  of  duties  and  taxes  based  on  customs’  assessment.    However,  this  software
entailed a subscription.
More recently, the Bureau of Customs embarked on an Electronic to Mobile Customs
Project (also referred to as E2M or e-Customs System) that seeks to speed up the release
of cargo to within 30 minutes by making the Bureau of Customs services available on the
Internet and by using mobile phone technology.  E2M is envisioned as allowing an end-to-
end cargo clearance process covering an electronic manifest, import entries (consumption,
informal,  warehousing  and  transshipment),  bonds  management,  export  documentation,221
online  release,  licensing  and  clearance,  hold  and  alert,  selectivity  and  payment.    E2M
consists of a number of enhancements to the current system:  (a) online submission of
declarations and manifests; (b) automatic advice on declaration status; (c) use of VASPs;
(d)  an  automated  process  for  other  import  transactions  (informal,  warehousing  and
transshipment);  and  liquidation  of  raw  materials;  (e)  centralized  management  of  bonds
transactions; (f) links with government agencies; and (g) online access through the Bureau
of Customs website.
Until late 2007, import entry declarations could be filed using any of four modes at
ports where ACOS
6 is in operation:  (a) manually by taking paper forms for digitization to
Entry Encoding Centres (EECs) located at the port; (b) direct trader input that required
companies  to  lease  telecommunications  lines  to  connect  with  the  Bureau  of  Customs
through  the  gateway  managed  by  the  Philippine  Chamber  of  Commerce  and  Industry;
(c)  EDI  of  accredited  value-added  network  (VAN)  service  providers;  (d)  web-based
applications of these providers that entailed subscription.  Less than 10 per cent used the
latter three modes due to the costs involved, and direct trader input subscribers stopped
using the facility relatively quickly (Abrenica, 2006).
The EECs, which handled 91 per cent of the entries, were the main transformation
point to digitized form for submission to ACOS.  The entry encoding service contract was
awarded to the Philippine Chamber of Commerce and Industry in 1995, under which all
importers were required to have their import entry declarations converted into electronic
files by EECs.  The Bureau of Customs rented out a site for the community trade centre
that housed EECs together with the software, while the Philippine Chamber of Commerce
and Industry provided site development, encoders, equipment, support and maintenance,
the investment costs for which were deducted from the rent.  The Philippine Chamber of
Commerce and Industry charged a P 40 encoding fee per entry (about 800,000 entries
were processed annually).  For ports not equipped with ACOS, entries are lodged at the
Entry  Processing  Division  or  equivalent  unit,  and  provisions  pertaining  to  ACOS  and
selectivity do not apply.
In line with the E2M Customs Project, and to ensure a smooth transition from EEC
to an Internet-based lodgement and clearance process for import and export entries, the
Bureau of Customs adopted the use of VASPs in January 2007 to deliver front-end IT
services  and  link  the  transacting  public  to  it.    VASPs  were  accredited
7  to  provide  the
following services:
(a) Registration of Bureau of Customs clients;
(b) Lodgement of import declarations (consumption, warehousing, transshipment
and informal);
6 As  of  2001,  all  15  collection  districts  were  ACOS-enabled,  i.e.,  the  Port  of  Manila,  Manila
International Container Port, Ninoy Aquino International Airport, Davao, Cebu, Cagayan de Oro, Subic,
Legazpi, Batangas, San Fernando, Zamboanga, Surigao, Iloilo, Tacloban and Clark, while the three
out of 37 sub-ports, i.e., Gen. Santos, Iligan and Mactan, had ACOS (Co and others, 2006).
 7 Currently, there are three accredited VASPs:  Cargo Data Exchange Center Inc.; E-Konek Pilipinas
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(c) Lodgement of export declarations;
(d) Transmission of raw materials liquidation information;
(e) Transmission of surety bonds information;
(f) Transmission of payment information;
(g) Transmission of online release information.
The  Bureau  of  Customs  provides  and  operates  the  gateway,  which  is  the  sole
connection  of  VASPs  to  the  Bureau  of  Customs  e-Customs  System  for  this  purpose.
Bureau of Customs clients are connected to the gateway via the accredited VASP of their
choice.  The VASPs have developed front-end IT systems, and have set up the necessary
infrastructure  and  telecommunications  facilities  to  allow  electronic  transactions.    VASP
facilities are available to duly registered importers, exporters and their designated brokers.
VASPs also facilitate submission by freight forwarders, consolidators and brokers of inbound
manifest  data  to  the  Bureau  of  Customs,  and  maintain  a  portal  for  traders  to  track
containers, flight schedules and cargo reservations as well as to obtain advice on release
instructions from the Bureau of Customs.
1.  Cargo clearance procedures
8
There  are  four  sets  of  clearance  procedures  for  cargo  entering  the  Philippines:
(a)  formal  entry,  for  imports  for  consumption  or  home  use  whose  FOB  value  exceeds
US$  500;  (b)  informal  entry,  for  imports  with  a  FOB  value  of  less  than  US$  500;
(c)  warehousing  entry,  for  imports  stored  in  customs’  bonded  warehouses;  and
(d)  transshipment.    Procedures  for  formal  entry  are  automated,  those  for  warehousing
entry are only partially automated, while those for informal and transshipment entry are
manual.  Formal entries are now filed using the web-based applications of VASPs.
The following are the general procedures for formal entry prior to E2M changes in
October 2009, and where ACOS is available; however, there may be minor differences
between ports.  These are applied at seaports, where the majority of cargo is cleared
(italicized text indicates those steps that involve IT):
(a) Pre-numbered Import Entry and Internal Revenue Declaration (IEIRD) forms
and  documentary  stamps  are  purchased  by  the  importer/broker  from  the
Administrative Division of the Bureau of Customs;
(b) The importer/broker completes the IEIRD form, computes the applicable taxes
and duties, and remits payment to an authorized bank;
(c) On receipt of payment, the bank performs two steps.  It “check-writes” the
original copy of the IEIRD form to reflect the amount of payment received,
and sends a notice of receipt of payment to the Bureau of Customs through
the Philippine Clearing House Corporation facility;
8 Based on Abrenica, 2006.223
(d) The importer/broker verifies whether the form has a check-write and lodges
the IEIRD through the web-based application of his VASP.  No import entry is
accepted without the check-write;
(e) Once encoded, the import entry data is sent to ACOS, which responds with
the  outcome  of  the  selection  process.    The  selectivity  system  determines
which channel of processing is to be applied on the import entry (green for
immediate release; yellow if documentary review is necessary prior to release;
and red if a documentary review and physical examination are required);
(f) The  importer/broker  prints  out  the  ACOS  response  (called  the  Temporary
Assessment Notice);
(g) The importer/broker submits the Temporary Assessment Notice and import
documents to the Entry Processing Unit of the Bureau of Customs, which
segregates the documents according to the selection results.  Import entries
that  have  been  selected  green  are  sent  to  the  Collection  Division;  those
selected as yellow and red are sent to the Formal Entry Division;
(h) The Formal Entry Division has 21 sections, each assigned to specific types
of commodities identified through their HS code.  The documents are received
by  the  relevant  commodity  section.    The  section  clerk  manually  logs  all
documents received and forwards them to the head of the section;
(i) The section head assigns a Customs Operations Officer (COO III) to review
the entry;
(j) The  assigned  COO  III  retrieves  the  entry  from ACOS  and  reviews  it.    If
a physical examination is required, a report of the findings is written on the
IEIRD form.  Otherwise, the officer reviews the documents and requests the
importer/broker  to  present  additional  documents  if  necessary.   The  officer
writes his evaluation on the IEIRD form and forwards it to the COO V;
(k) The COO V reviews the evaluation of the COO III, and encodes the findings
of  the  COO  III  in  ACOS,  if  he  concurs  with  them.    Only  the  COO  V  is
authorized to make the entry amendment in the system.  The entry is then
technically “rerouted” to the green lane, i.e., ACOS assesses the amended
declaration  and  determines  the  duties  and  taxes  due.   A  registration  and
assessment number for the entry and an assessment notice are automatically
generated by ACOS.  At this stage, the entry is considered to have been
“assessed”;
(l) The  COO  V  prints  the  assessment  notice  and  attaches  it  to  the  import
declaration  documents.    The  documents  are  then  hand-carried  by
a messenger to the Collection Division;
(m) At  the  Collection  Division,  a  clerk  downloads  the  encrypted  file  from  the
Philippine Clearing House Corporation network, decrypts the file, prints the
electronic abstract of payment, and uploads the decrypted file to the Payment
System;
(n) ACOS  automatically  downloads  the  assessed  file  through  the  Automated
Matching of Payments and Payables System, which is the interface between
ACOS and the Payment System, and this, in turn, uploads it to the latter;224
(o) The  Payment  System  matches  the  assessed  file  downloaded  from ACOS
with the decrypted payment file received from the banks through the Philippine
Clearing House Corporation.  If the payment matches the assessed duties
and taxes, the Payment System converts the matched file to a flat file and
sends it back to ACOS using another interface called the Online Release
System (OLRS);
(p) A release instruction is automatically generated by ACOS and transmitted to
the port operator/transhipper;
(q) The port operator’s system matches the release instruction received from the
Bureau of Customs with its Arrival of Goods database, using the bill of lading
number as the reference key.  If it matches, the system sends a feedback
message to the Bureau of Customs.  The feedback message is uploaded to
ACOS using the OLRS interface.  ACOS automatically updates the status of
the import entry from “paid” to “release”;
(r) The importer/broker checks the ACOS Verification Counter at the office of the
port operator to determine if the entry has been cleared by the Bureau of
Customs and can be released;
(s) The  importer/broker  pays  the  transhipping  and  wharfage  fees  to  the  port
operator.  The port operator issues an official receipt for the arrastre fee,
while the Philippine Port Authority issues its own receipt for the wharfage fee.
The Data Control Officer of the port operator issues an equipment interchange
receipt (EIR), also called the container interchange receipt, which indicates
the condition of the container that will be turned over to the importer;
(t) The shipping line issues the Delivery Order and sends a message to the
Bureau of Customs lifting its hold on the cargo through the OLRS;
(u) The  importer/broker  verifies  the  container  details  against  the  EIR  at  the
common video terminal of the port operator;
(v) The importer/broker arranges for a truck to carry the container out of the port.
The trucker presents the EIR and Delivery Order to the gatekeeper;
(w) At the gate, the gatekeeper of the port operator scans the EIR and checks
the Delivery Order;
(x) The  yard  equipment  operator,  upon  presentation  of  the  EIR,  checks  the
container location using a radio data terminal.  The container is then loaded
onto the truck chassis;
(y) As it exits the port, the trucker presents the EIR to the gatekeeper, who then
scans it to record the actual release of goods.
Cargo may be FCL or LCL.  The latter entails a few more procedures compared
with the former, as the port operator has to establish the volume of the cargo and check it
against  the  cargo  description  in  the  Bureau  of  Customs’  OLRS  message.    Figure  1
illustrates the above cargo clearance procedures for FCL.225
Figure 1.  Flowchart of formal entry procedures
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2.  Client Profile Registration System
At the heart of this process is the recently implemented Client Profile Registration
System (CPRS),
9 a prerequisite for clients undertaking transactions with the Bureau of
Customs by electronic means.  It is an Internet-enabled application under the E2M customs
project.    It  replaces  the  manual  submission  of  application  forms  and  documentary
requirements  for  client  accreditation,  and  electronically  validates  and  stores  them  in
a central database; it then automatically notifies clients on renewals due.  Clients identify
the VASP of their choice and provide their company profile.  When their registration is
approved, the CPRS issues permanent Customs Client Numbers and digital signatures
needed for acceptance of e-documents.  Clients use these numbers to register with their
bank, which then sends bank reference numbers to the CPRS.
All  clients  and  stakeholders  are  required  to  register  with  the  CPRS  annually,
especially those who need to submit electronic documents for clearance of inbound and
outbound  goods  or  move  such  goods  from  one  jurisdiction  to  another.    They  include
importers,  exporters,  customs  brokers,  surety  companies,  port  operators,  warehouses,
sheds  and  wharves  being  used  by  the  Bureau  of  Customs  as  temporary  storage  and
clearance facilities for imported goods, airport transit facilities and off-dock container yards/
container freight stations, which must directly register with the CPRS.  Transactions by
other entities with the Bureau of Customs (e.g., airlines, shipping lines, exporters, port
operators, authorized agent banks, forwarders and consolidators) register with the CPRS
through  the  accrediting  government  agencies.    E2M  systems  depend  on  the  CPRS  in
validating clients’ transactions.
Importers and brokers registering under the CPRS are accredited by the Customs
Accreditation Secretariat.  In the case of warehouse operators accreditation is done by the
Assessment and Operations Customs Group’s Customs Bonded Warehouse Committee,
while for surety companies it is done by the Revenue Collection Monitoring Group and for
container yard/container freight station operators by the Office of the Commissioner.
Bureau of Customs clients that are accredited by the Bureau of Customs offices
must apply and register through their VASP.  Brokers must register ahead of importers,
since  their  Customs  Client  Number  (CCN)  is  a  requirement  for  the  latter  to  register.
Registration for brokers follows four steps:
(a) Lodgement of the broker’s CPRS profile through the VASP;
(b) Receipt  by  the  Customs  Accreditation  Secretariat  of  the  accreditation
application and required documents;
(c) Approval of the submitted profile;
(d) E-mail  notification  by  the  system  with  attached  Certificate  of  Registration
indicating the assigned Customs Client Number.
9 From Information on the BOC Client Profile Registration System (as of January 2009):  Frequently
Asked Questions, available at www.philexport.ph/competitiveness/FAQ-CPRS.pdf.228
Registration for importers follows three steps:
(a) The importer lodges his CPRS profile via the VASP, indicating his nominated
broker by encoding the broker’s CCN;
(b) The Customs Accreditation Secretariat approves the submitted profile;
(c) The system generates an e-mail with an attached Certificate of Registration
indicating the assigned Customs Client Number as proof of accreditation.
Clients whose accreditation under the manual procedures has not expired must
lodge their profiles in the CPRS.  This submission is part of the registration process under
the Imports and Assessment System.  Newly accredited stakeholders must do the same.
An importer/broker may start lodging import entries only after obtaining the Certificate of
Registration with Customs Client Number and bank reference number from their nominated
authorized  agent  bank;  this  is  issued  only  after  presentation  of  the  Certificate  of
Registration.
Warehousing entry procedures differ from formal entry, mainly in that they do not
require payment of duties and taxes; however, a bond must be posted by the importer/
broker to be liquidated if the goods are taken out of the Customs bonded warehouse either
for re-export or domestic consumption.  From the Entry Processing Unit, green-lane entries
are sent to the Bonds Division, while red- and yellow-lane entries are first sent to the
Warehousing Assessment Division and then rerouted to the green lane if satisfactory.  The
bond is applied against the cargo, the transaction is posted, quota balances of the importer/
broker verified, and the declared import commodity is checked against the list of imports
that may be placed in the designated bonded warehouse to which the cargo is moved.
B.  Profile of customs brokerage and survey respondents
Customs brokers have been in operation since the early years of the Philippine
Customs Service,
10 although their role was not explicitly defined in the tariff law of the
time, nor did they operate as a distinct profession or train formally in tariff and customs
matters since these were only learned from experience.  Most imports were handled by
importers themselves.  Through the years, as the need for a thorough knowledge of the
complicated  tariff  structure  and  import  procedures  increased  with  import  requirements,
importers sought the services of brokers because of their accumulated expertise on these
matters.  It was also cost-efficient for most importers who imported infrequently, did not
have the resources to maintain full-time experts and did not want to risk making errors in
10 The Philippine Customs Service was constituted in 1902, although the Customs Service of Manila
was established as early as 1573 by the Spaniards and existed continuously up to the late 1800s with
a brief interruption immediately before the Americans came in 1898 and reopened it.  The Philippine
Commission adopted the Tariff Act, 1902, and a Customs Service Act was passed in the same year,
making the Philippine Customs Service a counterpart of the American Customs Service.  Later, it
became the Bureau of Customs and Immigration under the supervision of the Department of Finance
and  Justice.    Subsequently,  the  latter  was  split,  and  Customs  remained  under  the  Department  of
Finance.    In  1957,  the  Republic Act  No.  1937  (Tariff  and  Customs  Code)  of  the  Philippines  was
enacted; this was the first official expression of an autonomous tariff policy.
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their declaration.  Although the use of their services was not mandatory, brokers’ operations
came  under  customs  administrative  orders  approved  by  the  Department  of  Finance.
Sometime  around  the  end  of  World  War  II,  the  Bureau  of  Customs  introduced  an
accreditation  examination  for  brokers,  as  their  task  in  the  import  process  had  become
established.  This mainly comprised:  (a) receipt of shipping documents, bills of lading,
invoices and packing lists; and (b) preparation of the entry or internal revenue declaration
describing the article(s), the value and weight, and the estimated tariff and duties.  Thus,
brokers  had  a  dual  obligation  to  represent  the  importer  while  protecting  government
revenue.
Customs  brokering  became  a  profession  in  1957,
11  when  the  Republic Act
No.  1937  (Tariff  and  Customs  Code)  was  passed.    This  put  into  law  the  licensure
examination for a broker to be registered and to practise the profession.  Thus, brokers
were recognized as professionals, defined in the Philippine context as persons who had
passed a licensure examination conducted by the Professional Regulation Commission.
According to the Chamber of Customs Brokers, this set apart Philippine customs brokers
from their counterparts in other countries where examinations to become customs brokers
were conducted by the Customs Administration.  This law also specified the academic
requirements as being the completion of a four-year collegiate course with at least 18
academic units in tariff and customs and/or taxation, substitutable by actual experience of
customs brokerage and tariff, and related matters.  Nevertheless, it still allowed an importer,
any other holder of a bill of lading, a customs broker acting under authority from the holder
of the bill of lading, or an agent or attorney for such holder, to make the import entry.
Corporations,  associations  or  partnerships  could  also  engage  in  customs  brokering  as
a business, and could obtain licences from the Bureau of Customs to operate as customs
house brokers.
By that time, an estimated 90 per cent of importers were making use of brokers.
Large companies that undertook regular import transactions employed in-house brokers
and offered brokerage services themselves.  Over the years, multinational corporations
that  had  forwarding  and  cargo  departments  set  up  their  own  brokerage  arms,  a  trend
followed by shipping lines and logistics companies.  Some offered not only cargo clearance
but  delivery  of  the  shipments  as  well,  while  consolidated  service  companies
comprehensively  covered  loading  at  the  port  of  origin  up  to  delivery  to  the  importer’s
premises.  Brokers also specialized in types of commodities such as foodstuffs, chemicals,
textiles,  paper  products  and  machinery,  in  view  of  the  wide  variation  in  tariffs  across
sub-types  or  quality  of  the  commodity.    Brokers’  roles  expanded  even  more  with  the
implementation of the WTO Transaction Valuation System as well as the establishment of
bonded warehouses and other industry incentives that had an impact on dutiable values.
In 2004, the first law specific to customs brokers, Republic Act No. 9280 (Customs
Brokers Act), was passed to regulate the practice of the customs broker profession through
the creation of a Professional Regulatory Board for Customs Brokers.  The law standardizes
11 The information in the following three paragraphs is based on an interview with Atty.  Armand
Padilla, one of the earliest accredited customs brokers, who began practicing in 1954.230
customs administration education, provides for licensure examination and registration, and
supervises and controls the practice.  The academic requirement to take the licensure
examination is a Bachelor’s degree in customs administration, while holders of a Master’s
degree in customs administration were qualified within five years from the law coming into
effect.  The new law imposes a highly specialized course requirement, in contrast to the
previous law.
Republic  Act  No.  9280  also  specifies  that  documents  can  only  be  signed
12 b y
customs brokers, except those brokers who are employees of companies.  It disallows
agents or attorneys-in-fact from transacting business at the Bureau of Customs.  Brokers
are prohibited from advancing and financing the payment of any duties, taxes and other
charges on behalf of their clients.  Corporate practice or the direct or indirect practice by
juridical  persons/entities  such  as  corporations  of  the  profession  is  also  forbidden,  and
customs broker licences to practice may be issued only to natural persons.  The new law,
however, does not proscribe brokers from forming professional partnerships to practice
their profession.
Amendments to the new law are under discussion, mainly with regard to the above-
mentioned provisions considered objectionable by various stakeholders, that is:  (a) the
scope of practice of licensed customs brokers and their exclusive right to sign entry and
export declarations; (b) prohibition against corporate practice; and (c) prohibition against
financing  of  payments.    Also  under  discussion  are  the  varied  interpretations  of  the
implementing rules and regulations and customs administrative orders.  At the time of the
study, the provisions of the previous law were being enforced pending the resolution of
these issues.
At present, there are some 4,800 brokers licensed by the Professional Regulation
Commission, of whom 1,700 had been accredited by the Bureau of Customs as of 2006.
The Chamber of Customs Brokers is the national accredited organization and has more
than 3,000 members engaged in brokerage either as individual professionals, in partnership
with  other  customs  brokers,  or  as  principal  or  alternate  customs  brokers  of  brokerage
companies.
A total of 67 licensed customs brokers responded to the survey conducted as part
of the study reviewed in this chapter.  The majority have brokerage companies either as
a partner or sole proprietor.  About six are also in freight forwarding and logistics, and the
same number have offices outside Metro Manila.  A profile of their experience, number of
employees and client size is given in tables 1 and 2.
13  The average number of years in the
brokerage profession is 12, with half of the brokers being relatively new compared with
this average.  They typically employ 12 persons and have 7 clients, with 4 employing more
than 50 and one having 100 clients.  Taking employment size as a proxy for firm size, most
12 Republic  Act  No.  8792  (E-Commerce  Law,  2000)  provides  for  legal  recognition  of  electronic
documents and signatures.
13 One respondent was excluded from this table for lack of such information but was included in the
rest of the tabulations.  A number of respondents did not provide answers to all the questions, hence
the varying totals in the tables that follow.231
(60 per cent) of the respondents are small companies with a small number of clients,
i.e.  SMEs.    Clients  could,  of  course,  range  from  large  corporations  to  small  irregular
importers, and their import transactions could be few in number but large in value as well
as the reverse.  Hence there are extreme cases of companies that employ a few persons
but have a large number of clients, or employ many but have few clients.  Those with no
reported employees or regular clients of their own are just starting out in the profession.
Table 2.  Distribution of respondents by number of employees and
typical client size
Number of employees
Typical number of clients
0 1 to 9 10 to 19 20 and over Total
04 4 8
1 to 9 40 4 44
10 to 19 4 2 1 7
20 to 70 2 4 6
250 1 1
Total 4 50 7 5 66
Table 1.  Respondents’ profiles
Years in Number of Number of
brokerage employeesclients
Average 12 12 7
Range:  low/high 1/50 0/250 0/100
Up to 9 n = 36
10 to 19 n = 10
20 and over n = 20
By assembling the survey data according to number of employees as an indicator
of company size, table 3 shows that almost half (48 per cent) of all respondents lodged
entries on a weekly basis and filed four entry declarations per week on the average.  Most
of these weekly filers were companies with one to nine employees and lodged four entries
weekly.  A quarter of the respondents lodged entries daily, averaging six entry declarations
per day.  Companies with numerous employees tended to lodge more frequently or file
more  entries  weekly.    Entry  lodgements  on  a  monthly  basis  were  calculated  from  the
respondents’  actual  monthly  estimates  as  well  as  extrapolated  from  their  daily/weekly
figures.  The monthly averages show that large brokers file more than triple the number of
entries filed by small brokers.  In general, 38 entries were lodged every month, regardless
of employment size.232
The tabulation based on size of clientele in table 4 shows the same pattern as the
one in table 3.  The only difference is the weekly average lodgements of brokers with
numerous clients, which, at 19 per week, is the highest among the categories, compared
with the low (6 entries) weekly average of brokers with numerous employees.
Table 3.  Frequency of entry lodgement by employment size
Brokers that lodge daily Brokers that lodge weekly Average
Number of
Average Average number of
employees




1 to 9 8 7 23 4 32
10 to 19 4 3 2 16 36
20 and over 5 8 2 6 104
(excl. 250) (4) (8) (85)
Total 17 6 32 4 38
(excl. 250) (16) (6) (35)
Range 2/30 1/28 2/600
Table 4.  Frequency of entry lodgement by client size
Brokers that lodge daily Brokers that lodge weekly Average
Number of
Average Average number of
clients




Up to 9 8 6 26 3 28
10 to 19 5 4 2 10 62
20 and over 4 8 2 19 115
(excl. 100) (3) (7) (86)
Total 17 6 32 4 38
(excl. 100) (16) (6) (35)
Range 2/30 1/28 2/600233
C.  Survey results and discussion
Section A described the various IT-based procedures at the Bureau of Customs.
For purposes of gauging whether any improvement in the survey respondents’ operations
was  directly  attributable  to  an  IT-based  measure,  the  study  focused  on  the  electronic
lodgement  of  import  entry  declarations  through  the  web-based  applications  of  VASPs,
referring in particular to the fourth step in the cargo clearance process outlined in section A
and excluding the preparatory steps of obtaining the relevant documents.
14  Web-based
lodgement through VASPs started in October 2007, replacing the previous modes of entry
submission, i.e., manually through EECs, and electronically through EDI-VAN and director
trader input EECs, which served 91 per cent of importers/brokers, were phased out starting
with  the  major  ports  in  the  final  quarter  of  2007,  while  use  of  the  other  modes  was
constrained from the start by high costs.  Separating web-based lodgement through VASPs
from previous automation efforts is useful in establishing the connection with SMEs, which
has not yet been studied.  It also allows better recall by respondents, recognizing that the
timing  of  the  survey  during  the  global  recession  makes  it  difficult  to  establish  benefits
clearly.
Lodgement of entries through VASPs was stipulated by Customs Administrative
Order 2-2007 in January 2007 and by Customs Memorandum Order 19-2007
15 in July
2007,  taking  effect  upon  the  issuance  of  port-specific  directives  indicating  the  date  of
implementation.  Order 19-2007 covers consumption and warehousing entries or Phase 1
of the implementation of the E-Customs System.  It specifies that VASP tasks will include:
(a) Validation of captured entry declaration data from importers and brokers in
accordance with the validation rules to be provided by the Bureau of Customs;
(b) Conversion of data to XML format that is compatible with the requirements of
the Bureau of Customs-VASP gateway;
(c) Receipt of error or status messages from the gateway;
(d) Notification of clients of messages such as status of lodgement, disposition
of the entry, advance duty payment, final payment, statement of settlement of
duties and taxes, and release.
Under this mode of submission, the entries are registered in the ACOS/ASYCUDA
database.  This is currently done at 11
16 out of 17 ports, including the three major ports in
Manila that handle more than 50 per cent of total imports.  The newer scheme called the
E2M Imports and Assessment System (IAS) is also utilized through web-based applications
14 The commercial invoice, bill of lading or airway bill, packing list, ATRIG, certificate of origin, health
certificate, licences/permits/clearances, among others.  The import entry is also referred to as the
Single Administrative Document.
15 Annex 2 in ARTNeT Working Paper No. 7409, available at www.unescap.org/tid/artnet/pub/wp.asp.
16 Port  of  Manila,  Manila  International  Container  Port,  Ninoy  Aquino  International Airport,  Cebu,
Davao, Clark, Subic, Batangas, Limay, Mariveles and Cagayan de Oro.  E-lodgement is not available
in the ports of San Fernando, Legazpi, Tacloban, Iloilo, Zamboanga and Surigao.234
of VASPs, but entries are lodged instead with IAS.
17  This was implemented initially in
three  provincial  ports,
18  with  roll  out  to  all  other  ports  completed  in  2010.    Both  have
basically the same workflows except for the payment of duties and taxes, which is done
prior  to  the  filing  of  the  declaration  under ACOS  and,  at  the  final  assessment  stage,
through a debit of the importer’s bank account under E2M-IAS; thus, under the latter, there
is no forced matching of payment with assessment nor a second payment for deficiencies.
The requirement to lodge declarations electronically was formalized under Customs
Memorandum Order 40-2008 of March 2009, which imposes sanctions for non-compliance.
It covers all types of goods declarations for imports, exports, transshipment, transit and
other transactions under the E2M Customs Project, although implementation will be in
phases, starting with formal entries for consumption and warehousing.  Manual processing
is not allowed except when there is a computer systems breakdown, power failure or, in
authorized cases, accompanied by a clearance from the Commissioner.  However such
shipments will still be electronically lodged when practicable.  Failure to comply with any of
these requirements is grounds for suspension of accreditation.
To be eligible for IAS, importers/brokers must have:
(a) A valid and active Client Customs Number from the CPRS;
(b) Bank account information and bank reference numbers for payment of duties
and taxes;
(c) Appropriate licences/clearances/permits from the relevant agencies;
(d) Applicable non-cash payment instruments;
(e) Other supporting documents.
Under full implementation of E2M, the procedures will flow as follows:
(a) The Port Operations/Inspection Division encodes the arrival schedule;
(b) Shipping lines and consolidators submit the electronic manifests and bills of
lading through their VASP prior to the arrival of the vessel;
(c) Importers/brokers secure licences to import regulated or prohibited goods;
(d) Importers/brokers  file  their  Single  Administrative  Document  giving  bank
account  information  and  non-cash  instructions  electronically  through  their
VASP;
(e) The  Port  Assessment  Division  examines,  appraises,  and  performs  final
assessment of the entry and cargo declaration;
(f) The  E2M  System  sends  payment  instructions  to  the  importers/bank  for
debiting the final payment from their account;
17 IAS is a set of application components that handles the flow of import processing, which includes
electronic manifest clearance, import declaration entry, risk assessment, regulatory clearances and
release of cargo.
18 Batangas, Limay and Mariveles ports.235
(g) Importers/brokers  receive  an  electronic  Statement  of  Settlement  of  Duties
and Taxes from the Bureau of Customs through VASP;
(h) The E2M System generates and transmits online release instructions to the
temporary  storage  facility  for  the  final  release  of  the  cargo  (Bureau  of
Customs, 2009).  The Department of Finance/Bureau of Internal Revenue
must also submit electronically a Tax Exemption Certificate and Authority to
Release Imported Goods to the Bureau of Customs.
One of the objectives of electronic lodgement is to promote “paperless” transactions.
Under the present circumstances, paper versions of the IEIRD and support documents
must still be submitted for green-, yellow- and red-lane processing prior to the release of
their shipments; for SGL entries, the IEIRD and supporting documents must be submitted
after the release of the shipment.
1.  Accessibility/utilization of IT-based trade facilitation measures,
and barriers to the use of these measures,
particularly by SMEs
The  respondents’  manner  of  filing  entries  is  shown  in  table  5.    Of  the  67
respondents, the majority (82 per cent) use their own computer, with 33 per cent of the
total using it exclusively.  Two-thirds (64 per cent) use other terminals, with more than 11
per cent of the total using them solely.  Slightly more than half (52 per cent) use both their
own and other terminals.
Table 5.  Method of entry lodgement
Electronic
Using other terminals
Number of Total Using own computer (VASP, CCBI, PUC,
employeesManual cafe, encoder)
Exclusively Exclusively
Total own Total other
computer  terminals
0 2  6  + 7  1  7 1
1 to 9 1 23 8+26 13 29 6
10 to 19  2  +6  4  3 1
20 to 70  4  +7  3  4
250 1  1
Total 3 35  55 22 43 8236
Table  6  shows  that  most  of  the  67  respondents  (82  per  cent)  had  their  own
computers with Internet connectivity at least; a smaller proportion also had software that
calculated  due  taxes.    Almost  18  per  cent  did  not  have  their  own  IT  system;  those
respondents comprised small brokers with zero to nine employees.  About 70 per cent did
not invest in any IT system, either because they already had one or were unable to do so.
VASPs  charge  P  45  to  P  60  per  lodgement;  this  charge  is  shouldered  by  the
brokers rather than by their clients.
Table 6.  Ownership of IT system
Does not Has own computer/IT system with:
Number of have own Did not







1 to 9 7 36 6 34
10 to 19 7 3 4
20 to 70 7 2 2 3
250 1 1 1
Total 12 55 12 3 47
As a direct result of the electronic submission requirement, around 30 per cent of
the 67 respondents invested in IT (table 7).  These investments took the form of computer
purchases, capital expenditures ranging from P 30,000 to P 1 million and Internet service
provider subscriptions ranging from P 900 to P 5,600 per month.
Apart  from  investing  in  IT  systems,  brokers  adapted  to  electronic  lodgement  in
a number of ways (table 8), the most common of which was to train personnel in remote
filing of entry declarations.  This was accompanied by adjustments in company procedures
for one-third (33 per cent).  Organizational changes were also made by some (23 per
cent), while others (13 per cent) set aside some funds or configured their IT systems to
accommodate the new steps and obtained internet connectively.  One-tenth did not have
to make any adjustments
An overwhelming majority of brokers reported connectivity problems (table 9).  This
could have been due to poor service provision or poor infrastructure, and thus not within
the control of the brokers.  The high cost of IT investments made adjusting difficult for
31 per cent.  Procedural or organizational changes, or costly skills upgrades, affected only
a small proportion.
Other  difficulties  expressed  by  the  respondents  were:    (a)  explaining  the  new
measures to conventional clients; (b) a lack of regular clients; (c) frequency of technical/237
Table 7.  IT investment due to electronic lodgement
Invested in IT Examples of IT investments
Number of  because of Average
Capital




0 3 P 30 000 P 9 00/month
1 to 9 9 1 unit P 35 000 P 1 000/month;
DSL upgrade
10 to 19 3 P 100 000 P 5 600/month
20 to 70 4 2 units P 50 000
250 1 P 1 million
Total 20











02 4 3 2
1 to 9 7 29 12 3 3 3
10 to 19 2 5 2 2 2 3
20 to 70 2 6 2 2 1 1 1
2 5 0 1 1 11 11
Total N = 61 14 45 20 8 4 8 6













1 to 9 11 2 3 1 34 6
10 to 19 1 1 4 2
20 to 70 4 2 2 4 1
250 1
Total N = 61 19 5 6 1 48 10238
systems  breakdown;  (d)  additional  costs  that  were  difficult  to  pass  on  to  clients;  and
(e)  a  lack  of  preparation  by  the  Government  and  less  than  full  implementation  of  the
measure, which resulted in the need for personal follow-up after electronic lodgement.
The last problem implies that face-to-face interaction has not diminished, giving rise to
opportunities for corruption.
According  to  one  VASP,  previous  requirements  did  not  affect  traders  directly;
however, now that CPRS and e-payment of duties and taxes were being implemented,
several of its clients had expressed reservations because direct involvement was required.
This confirmed the fact that brokers served as the buffer between the Bureau of Customs
and importers when it came to adjusting to procedural and system changes, and that they
absorbed all adjustment costs.  Since the majority comprises self-employed small-scale
entrepreneurs, the effect of electronic lodgement on them is a fair representation of the
impact of IT-based trade facilitation measures on SMEs.
An interview with a CCBI staff member who oversees electronic submissions by
members at CCBI premises revealed that about 30 per cent used the CCBI computer
because  they  did  not  have  their  own;  most  of  them  also  used  the  PUC  computer  or
Internet  cafes  as  alternatives  since  there  was  only  one  computer  at  the  CCBI  office
connected to the Internet.  Usually, it is the older brokers or those who have their own
brokerage  companies  that  have  the  capacity  to  invest  in  their  own  computers  with
connectivity.  Brokers who lodge on a daily basis have multinational or large companies for
clients, e.g., petroleum and food conglomerates.
CCBI members have adjusted gradually to electronic lodgement, by studying the
procedures  themselves  or  by  assigning  their  representatives  to  study  the  Bureau  of
Customs  requirements,  because  there  is  no  option  but  to  learn  the  entry  declaration
procedures.  They make use of training provided by their VASP or they study either the
Customs  Memorandum  Order  or  the  manual  of  procedures  issued  by  the  Bureau  of
Customs.  At the start, difficulties with the use of electronic lodgement created anxiety
among the older brokers who were overwhelmed by the use of IT, but this was overcome
as they learned to use the computer.  VASPs provided training and seminars, and even
personal tutorials, upon brokers’ requests.  CCBI did the same to help its members adjust,
despite having to deal with difficult ones.  The Bureau of Customs partnered with CCBI in
explaining the new procedures and reassuring members that they would be advantageous
to everyone.
The  ease  and  low  cost  of  web-based  lodgement  also  benefits  SGL  importers.
Designed for the top 17 per cent of 6,000 importers who contribute 50 per cent of the
revenue, huge EDI and unit entry lodgement costs discouraged potential SGL users and
offset its clearance time benefits.  The Management Systems International study (2006)
found that only 90 importers were SGL-accredited as of 2006, i.e., a mere 10 per cent of
the targeted 1,000.  Less than three quarters (74 per cent) of accredited SGL importers/
brokers used the facility and experienced markedly improved clearance times.  However,
the benefits were confined to a small number due to the high cost of EDI capability relative
to the insignificant clearance time advantage.  Thus, while speedy “ship-to-truck” release
was provided by SGL, this facility was limited to a small number who qualified or who239
opted  to  bear  the  costs.    Now  that  EDI  has  been  replaced  by  web-based  filing,  more
clients can take advantage of SGL.
2.  Effectiveness of activities undertaken by operators/providers/
regulators of IT services to reduce difficulties
Table 10 shows how the VASP, CCBI and the Bureau of Customs have assisted
clients in adjusting to electronic lodgement more smoothly, especially in the case of those
clients who experienced initial difficulties.  In general, most brokers obtained assistance
from VASPs, mainly in encoding, e.g., an explanation of data fields and how to fill them up,
one-on-one tutorials and the availability of a helpdesk.  This was followed by training and
orientation  assistance,  then  free  use  of  computers  at  VASP  premises.    VASPs  also
sponsored seminars upon brokers’ requests.  Under CCBI, computer use and encoding
help were almost equal in importance.  Although CCBI also provided training as well as
disseminating  information  through  reminders,  it  mainly  acted  as  a  go-between  for  the
Bureau of Customs and the public.  Support in these areas was given by the Bureau of
Customs in only a few instances, but brokers acknowledged their help in troubleshooting
systems problems.  One broker, who is also a CCBI officer, noted that personal interaction
with the Bureau of Customs was useful in keeping open the lines of communication.




assistance  use at premises
VASP 45 28 34
CCBI 39 41 30
Bureau of Customs 10 6 4
Respondents generally found VASP support effective, with 25 per cent explicitly
saying so; in fact, one broker rated his VASP a “9” on a scale of 1 to 10.  Effectiveness
covers:
(a) The increase in the number of personnel who are knowledgeable in electronic
lodgement;
(b) Reduced lodgement time;
(c) Assurance that information in the entry is precise;
(d) Flexibility in lodging at VASP premises in case the client lacks funds needed
to pay the import processing fee;
(e) Accommodation of online queries;
(f) Step-by-step coaching on electronic lodgement;
(g) Troubleshooting  assistance  by  telephone  in  dealing  with  system  and
connectivity problems.240
Two brokers (3 per cent) said that VASP assistance had had no effect and they had
to wait a long time before getting assistance.
3.  Impact of IT-based trade facilitation measures on SME
participation in trade
Table 11 summarizes the impact of electronic lodgement on respondents’ customs
transactions.  The majority (65 per cent) experienced a reduction in lodgement time to one
hour or less.  Compared with the pre-electronic lodgement period where lodgement took
a half or one full day, this is an improvement, although some respondents commented that
lodgement was “sometimes fast and at other times slow”.  The effect on clearance time
varied widely, with roughly equal numbers of brokers waiting for less than one hour and
1 to 2 days to clear their goods.  One respondent’s succinct observation was that clearance
time  was  “the  same,  and  (electronic  lodgement)  did  not  really  expedite  the  Bureau  of
Customs procedures, but just saved time”, i.e., lodgement was easier and faster but the
overall clearance time was still unchanged.  Another broker with a large employment and
client base emphasized that the impact of electronic lodgement was slight at best, since
the clearance time of 1 to 2 days had not changed.  In addition, informal facilitation fees
were reported to have remained unchanged at P 800 to P 1,500 per entry.
Table 11.  Impact of electronic lodgement
Period
Lodgement Clearance Facilitation Number of
time time feesentries
Less than 1 hour 15 2 Few responses: Increase (14)
1 hour 13 1 Increase (0) Decrease (29)
1 hour 30 min 6 3 Drop by 50% (1) No change (8)
2 hours 2 1 No change (2) No response (16)
2 hours 30 min 2
3 hours 2 1
3 hours 30 min 1
4 hours 1 1
8 hours 1 1
1-2 days 2
About 90 per cent of respondents said that electronic lodgement had facilitated
trade for them.  They perceived the benefits to be:
(a) Remote lodgement is possible, at own VASP or wherever there is Internet
access;
(b) Ability to lodge 24 hours, seven days a week, and to save the entry at any
time;241
(c) Fast  and  easy  lodgement,  and  convenient,  efficient,  systematic  and  quick
processing;
(d) No need to queue for ACOS;
(e) Ease  of  obtaining  an  entry  number  as  long  as  there  is  no  problem  at
lodgement or in the schedule;
(f) Reliable information on the declaration, and less paperwork;
(g) Less manpower used;
(h) National pride in having electronic lodgement.
Of particular interest is that e-lodgement allows brokers to learn the outcome of the
selection  process  much  earlier  (e.g.,  whether  or  not  the  cargo  has  been  selected  for
physical inspection), enabling them to take measures to ensure that cargo are processed
and released with fewer hitches.
Despite a clear reduction in lodgement time for about 60 per cent of respondents,
the impact on the volume of entries was mixed, although the global downturn in economic
activity undoubtedly had an adverse effect on trade.  A total of 14 respondents said that
their lodgements had increased (16 did not respond to this question).  Of 29 respondents
who had suffered a reduction in the number of entries filed, 17 experienced a halving of
their previous volume of declarations.  Eight respondents said they had not experienced
any change in import volumes.
Several CCBI brokers confirmed the ease of lodgement in terms of facility and
speed in addition to the ability to view immediately the results of their lodgement, all of
which saved time.  However, monetary costs have not changed since several “barriers”
still exist that block cargo clearance at various stages in the process.  Other cases of
delay are due to documents not being in order or the need to undergo X-ray inspection.
Web-based  lodgement  has  meant  reduced  time  spent  in  the  submission  of  the  import
entry.
Web-based lodgement through VASPs is a continuation of modernization efforts at
the  Bureau  of  Customs,  and  is  an  improvement  over  a  previous  mode  of  electronic
submission.  The impact of procedural changes brought about by such IT applications may
be better appreciated in the context of system reforms instituted simultaneously, such as
transaction valuation, selectivity and risk management, post-entry audit or the SGL facility.
A  number  of  assessments  undertaken  on  the  effects  of  these  reforms  have  examined
clearance time, a proxy for transaction costs, as the indicator of impact.
Abrenica  and  Tecson  (2003)  concluded  that  the  shift  in  1996  from  manual  to
automated  processing  of  import  documents  changed  Bureau  of  Customs  operations
significantly, particularly in the case of trade facilitation such as simplified and harmonized
procedures (10 copies, 90 steps, 40 signatures), shortened release time (10 days to less
than 3 hours) and elimination of traditional opportunities for fraud and rationalized the use
of manpower and other resources.  However, some of these gains are perceived to have
been  lost  over  time.    Where  modern  customs  administrations  are  expected  to  reduce
clearance time, primarily by intervening only by exception, the reverse characterized the242
Bureau of Customs, i.e., intervention became the rule rather than the exception.  By 2002,
71 per cent of entries were selected as yellow or red, compared to 26 per cent in 1996
when ACOS was first deployed.  The average clearance time was 29.9 hours in 2003,
compared with 21.6 hours in 2000.
The impact on clearance times found in the JICA-UPEcon Foundation (2003) study
of 16,770 entries compared with theoretical clearance times is shown in table 12.  Actual
mean  time  from  lodgement  to  release  was  28.5  hours,  more  than  four  times  the
benchmarked time for the quickest red lane (physical inspection) entry.  Actual processing
time for yellow lane (documentary inspection) entries was almost 35 hours, compared with
the longest theoretical benchmark time of 26 hours.  Curiously, green lane entries took
36 hours to clear compared with 29.5 hours for red lane entries.
Table 12.  Customs clearance times in 2003 (hours : minutes)
Step Green Yellow Red
Lodgement to assessment
Theoretical 00:07 to 00:33 01:07 to 24:33 04:07 to 72:33
Actual – 31:06 24:40
Assessment to clearance
Theoretical 00:51 to 01:45 00:55 to 01:50 00:55 to 01:50
Actual 36:16 3:41 4:49
Lodgement to clearance
Theoretical 00:58 to 02:13 02:04 to 26:13 06:04 to 74:13
Actual 36:16 34:47 29:29
Source: Abrenica and Tecson (2003), who obtained the theoretical times from the Bureau of Customs
and actual times from the UPecon Foundation (2003).
Clarete (2004) calculated significant time savings of 1 to 5 days from the arrival of
goods  at  the  port  to  their  release,  after  the  shift  in  the  valuation  system  from  home
consumption value to transaction value.  Such time savings occurred in the interval between
arrival and lodgement because the pre-shipment inspection document that was previously
required for lodgement was no longer needed.  However, the total cargo processing time
was still 5.4 days.
The overall findings of a Management Systems International (2006) study were
mixed on the efficiency, effectiveness and anti-corruption impacts of the shift to transaction
valuation,  SGL  and  post-entry  audit.    Nearly  half  (47  per  cent)  of  the  importer/broker
survey respondents experienced faster release of their shipments under the new valuation
system while 67 per cent of SGL-accredited traders attributed faster clearance to SGL.
However,  several  other  studies  demonstrated  no  appreciable  improvements  during  the
lodgement-to-clearance interval subsequent to reforms.  Only SGL showed slightly faster
release times.  Risk selection increased from 26 per cent in 1997 to 44 per cent in 2000,
71 per cent in 2002 and 90 per cent in 2004, causing efficiency to drop.243
“The IT reforms conducted between 1992 and 1998 appear to have produced
a major reduction in cargo clearance times, reducing the bulk of paperwork
and signatures that fostered opportunities for corruption.  These efficiencies
occurred  primarily  in  the  early  stages  of  cargo  processing,  when  goods
arrive at port through lodgement.  These early steps appear to be more
amenable to automation and streamlining reforms.  However, none of the
later stage EGTA-assisted reforms seem to have had additional effects in
reducing  clearance  times;  in  fact,  just  the  opposite  is  indicated.    This
apparently  resulted  from  counter-reform  actions  that  have  increased  the
selection  of  shipments  for  documentary  and  physical  checks  –  offering
opportunities for corrupt transactions.  While importers generally perceive
that clearance is now faster, they believe that customs procedures are still
plagued by corruption, insider dealing and lack of openness” (Management
Systems International, 2006).
More  recent  evaluations  of  customs  procedures  undertaken  by  worldwide
surveyors show the same unfavourable picture.  On a scale of 1 (for extremely slow and
cumbersome) to 7 (for rapid and efficient), Philippine respondents to the 2008-2009 Global
Competitiveness Report (World Economic Forum, 2008) gave a rating of 2.9 to customs
procedures (defined as formalities regulating the entry and exit of merchandise).  In terms
of the burden of customs procedures, the Philippines ranked 105 out of 134 with a mean
score of 3.9, compared with top-ranked Singapore’s score of 6.5.  This means the indicator
constitutes a disadvantage.  The overall global competitiveness rank of the Philippines
was 71 with a score of 4.09, somewhat midway between the top-ranked score of 5.74, and
the lowest-ranked score of 2.85.
Similarly,  the  2008  World  Competitiveness  Yearbook  (International  Institute
for Management Development, 2008) placed the Philippines at 40 out of 55 countries.  On
the  question  of  whether  customs  facilitated  the  efficient  transit  of  goods,  a  ranking  of
51  placed  the  Philippines  almost  at  the  bottom.    Previous  scores  for  business  sector
perception of corruption were 2.57 in 1999, 2.7 in 2000, 3.5 in 2001, 2.6 in 2002, 3.0 in
2003 and 2.7 in 2004.
The  observation  that  substantial  improvements  had  taken  place  in  the  interval
between shipment arrival and entry lodgement, whereas there had been none between
entry lodgement and cargo release, is substantiated by the results of the broker survey
reviewed  in  this  chapter.   A  cursory  examination  of  cargo  processing  would  appear  to
suggest  this  to  be  inevitable,  since  the  majority  of  the  steps  between  lodgement  and
clearance had apparently been automated for some years and were therefore unlikely to
yield any further improvements in efficiency.  However, a closer look reveals some manual
steps that apparently take time:
(a) Step vii, where the Entry Processing Unit segregates the import documents;
(b) Step viii, where paper documents are received at the Formal Entry Division
commodity section;
(c) Step ix, where an officer is assigned to review the entry;244
(d) Step x, where the officer reviews the entry and makes a report;
(e) Step xi, where the entry is amended; and
(f) Step xii, where the documents are carried by messenger to the Collection
Division.
Thus while web-based electronic lodgement is a major improvement from manual
to IT-based procedure, having reduced lodgement time and costs, speedy clearance is still
constrained by manually-performed tasks, particularly in assessment.
Other factors not within the control of the Bureau of Customs have been known to
cause delays, and must therefore be dealt with.  These include, for example:
(a) Late arrival of the original documents required for lodgement;
(b) Late submission by shipping lines of the inbound manifest used to validate
entry declarations, and which must be done before entry lodgement;
(c) A preference for afternoon lodgement at airports, leading to release in the
evening, attributed to the truck ban from 6 a.m. to 9 a.m., and from 6 p.m. to
9 p.m.;
(d) The use of “backdoor release” facilities.
These factors were among the reasons for the long wait between discharging the
cargo and lodgement (reckoned upon ACOS acceptance of the declaration) in the 2003
study.  These pre-lodgement requirements took from 1.5 to 2.9 days to fulfill and occupied
the longest segment in the total processing time at any port, thus accounting for about
two-fifths of the total time between the arrival of the vessel and the release of cargo to the
consignee (JICA-UPEcon Foundation, 2003).
D.  Conclusion and recommendations
The survey revealed that web-based electronic submission shortened lodgement
time but did not affect total clearance time; the majority of submissions experienced a drop
in lodgement time to one hour or less, an improvement over the pre-electronic submission
time  of  half  to  one  day,  but  clearance  time  of  one  to  two  days  remained  unchanged.
Manually performed tasks within the lodgement-to-clearance interval may be slowing down
overall procedures.  Nevertheless, there are IT solutions to these steps as well, making it
possible to shorten the interval.  In early 2009, test implementation of the E2M system
took  15  to  52  minutes  to  complete  at  a  particular  port
19  from  the  submission  of  the
manifest by the shipping line to the release of the shipment.  This could become the initial
benchmark for cargo processing, if not for the lodgement-to-clearance interval, since the
Bureau of Customs has a self-imposed target of 30 minutes.  Other causes of delay prior
to lodgement must also be addressed.
19 As  reported  by  Josephine  Nagallo,  Customs  Director,  during  her  presentation  at  the  Regional
Policy  Forum  on  “Trade  Facilitation  in  Times  of  Crisis“  on  20  May  2009  in  Beijing.    See  http://
www.unescap.org/tid/artnet/mtg/tf_sme.asp for details.245
Electronic lodgement allows clients to use any computer with Internet connectivity;
thus, this particular measure is more easily accessible by a greater number.  The only
prerequisite is to be CPRS-registered and have a Customs Client Number, indicating that
one is enabled to transact electronically with the Bureau of Customs – a requirement with
which it is also relatively easy to comply.  Indeed, one third of the survey respondents filed
entries through their own units exclusively while two thirds used both their own and other
computers.
In contrast, prior to web-based submission, traders and brokers either had to go to
EEC for lodgement or be EDI- or direct trader input-enabled.  Although theoretically open
to  any  client,  in  practice  the  costs  of  subscribing  to  the  software,  and  investing  and
maintaining hardware and connectivity for EDI and direct trader input deterred clients with
few resources from accessing and using such IT procedures.  Similarly, the EDI-capable
requirement  for  SGL  users  limited  its  accessibility  by  effectively  disabling  resource-
constrained  firms  from  pursuing  accreditation  with  the  facility.   The  benefits  were  thus
limited  to  a  small  number  of  clients  and  the  full  impact  of  such  a  trade  facilitation
programme, as it was called, could not be realized.  SGL requirements also precluded
SMEs from participating, putting them at a further disadvantage.  Electronic lodgement
now makes it easier and cheaper for all importers/brokers, regardless of size, to submit
entries.  Given the fact that small importers (those who make one to two shipments a year)
are estimated to account for more than half of the 800,000 import entries lodged annually
(Donald Dee, quoted in Gulane, 2007), the number of importers and entries affected by
electronic lodgement is substantial.
The trading volume of firms, regardless of size, is determined by the demand for
their products and their capacity to supply the products.  At the time of the study, the
global economic downturn was the single overriding reason for depressed trade overall.
The trading capacity of SMEs is thus currently a result of poor demand rather than access,
technology, or other size-related or procedural difficulties.  This makes it difficult to establish
the extent to which IT-based cargo processing improvements increased SME participation
in trade, whether in terms of greater trading volumes of particular SMEs or of a larger
number of SMEs entering trading.  Nevertheless, 20 per cent experienced an increase in
filed entries while the number did not change for 12 per cent.
Since  micro/cottage  businesses  and  SMEs  account  for  25  per  cent  of  the
Philippines’ total export revenue, together with the fact that approximately 70 per cent of
exporters  are  SMEs,  export  growth  is  likely  to  be  partly  attributable  to  SMEs.    The
contribution of exports to gross national product increased from 10.9 per cent in 1970,
19.4 per cent in 1980 and 27.1 per cent in 1997 to 39.09 per cent in 2007.  Despite the
current economic slowdown, the export sector grew by an average 4.4 per cent in late
2008.  Non-electronic goods such as wearables, food, home furnishings, marine, mineral
and petroleum products, metal components and coconut products gained strength, while
automotive  parts,  agricultural  products  and  minerals  showed  good  potential.    SMEs
engaged  in  exporting  agricultural  and  forest-based  products  made  headway,  with  the
majority  exporting  fashion  accessories,  gifts  and  houseware,  holiday  dácor  and  food246
products (Berida, 2008).  Hence, the strong likelihood is that growing exports of food,
home furnishings and agricultural products at least originate from SMEs.
Apart from the convenience and speed of electronic submission, the ability to view
immediately the results of lodgement reduces transactions costs.  About 90 per cent of the
survey  respondents  (most  of  whom  were  SMEs)  confirmed  that  web-based  lodgement
made  transacting  more  efficient,  lowered  time  and  resource  expenditures  and  ensured
reliable information.  Since compliance costs for SMEs are disproportionate to their size,
IT-based lodgement benefits them by lowering unit operational costs and total cost burdens
enough  to  make  them  more  competitive  with  their  large  counterparts;  the  manpower
required to undertake import procedures is lessened, financial outlay is reduced by the
shorter  wait,  and  uncertainty  is  eliminated  with  online  information  about  the  status  of
entries  and  Bureau  of  Customs  announcements.    In  view  of  their  substantial  share  in
export revenue earnings and outstanding performance in the face of the global recession,
lowered transactions costs and more efficient trading imply that the contribution by SMEs
to exports would be enhanced.
Components of IT-based measures along the transaction
chain that facilitate SME participation in trade, and
interventions required to ensure this:
The  survey  results  point  to  several  bottlenecks  or  deficiencies  encountered  by
respondents in complying with import requirements, including:
(a) Connectivity  problems,  cited  by  an  overwhelming  majority,  are  a  huge
problem.  Reliability and speed/bandwidth of Internet connections provided
by telecommunication firms and Internet service providers, affects the ability
to encode or download electronic document information.  Competition among
private  providers  ensures  better  service,  but  a  poor  telecommunications
infrastructure is the binding constraint;
(b) The frequency of technical/system breakdowns on the Bureau of Customs’
side must be addressed by ongoing improvements such as the E2M Project;
(c) Inadequate  implementation  of  electronic  lodgement,  which  results  in
a continuous need for personal follow-up, was due to the lack of preparation
by the Government, according to the respondents.  Glitches in the system,
a likely outcome of infrastructure and connectivity problems, disable clients
from lodging their entries properly, thus requiring them to seek information or
intervention from Bureau of Customs personnel;
(d) Costly IT investments, as cited by one-third of the respondents, are more
likely to affect brokers with little capital and few clients.  Web-based electronic
lodgement allows them to use any computer, however, thus eliminating the
need to invest in software or hardware for purposes of complying with import
procedures.   Apart  from  the  VASP,  CCBI  and  PUC  computers,  numerous
Internet cafes in the port areas provide the required services.247
A number of interventions were suggested by the survey respondents for making
electronic lodgement more effective.  IT system improvements appear likely to have the
greatest impact, such as:
(a) Adjusting the system to accommodate the large number of entries lodged
during office hours or making the system available on a 24-hour, seven-day
basis.  Currently, while preparation of entries and lodgement with VASPs can
be done 24 hours a day, the Bureau of Customs servers are only in operation
from  8  a.m.  to  6  p.m.  (except  NAIA,  which  operates  up  to  10  p.m.).
Furthermore, the Payment Application Secure System – under which duties
and taxes payable are transmitted to the authorized agent bank via a payment
gateway, through a secure communication channel, and collected by debit
from designated bank accounts – is available only during banking hours or
from 9 a.m. to 3 p.m.  To access the system and take advantage of processing
and bank hours, entries are lodged during this period, thus contributing to
heavy traffic that slows down the system;
(b) Additional computers for free use by clients at the Bureau of Customs are
needed;
(c) User-friendly software, which is preferred;
(d) An IT infrastructure that supports this system at all ports.  E-lodgement under
ACOS is currently available at 11 of 17 ports,
20 accounting for 92 per cent of
import value.  E2M-IAS has been implemented in the three ports of Batangas,
Limay and Mariveles, which account for 23 per cent of total import value.
However, E2M-IAS has not yet been tested for its ability to handle a large
volume of entries.  For example, at Batangas port where it was pilot tested,
there are less than 200 entries per month compared with Manila International
Container Port, which receives 1,000 entries daily;
(e) Ensuring fast and easy access to the system and immediate response, and
providing back-up for the system.
Information/education is another area that respondents find important, including:
(a) Providing proper information to brokers;
(b) Immediately  publication  of  clear  guidelines  in  line  with  the  fast-changing
customs clearance process;
(c) Free innovative training for staff;
(d) Organizing  seminars  for  stakeholders  on,  for  example,  adapting  to
e-lodgement  and  related  procedures.    Moreover,  a  few  procedural
interventions could enhance the positive effect of electronic filing;
20 Manila,  Manila  International  Container  Port,  Ninoy  Aquino  International  Airport,  Cebu,  Davao,
Clark, Subic, Batangas, Limay, Mariveles and Cagayan de Oro.248
Moreover,  a  few  procedural  interventions  could  enhance  the  positive  effect  of
electronic fining:
(a) Application of less stringent measures for errors in lodgement.  Flexibility on
this point would be reasonable during the early stages of its implementation,
but standards must be imposed once clients have become used to the system;
(b) Strict implementation of self-lodgement by brokers to eliminate the practice
of  using  unofficial  assistance  or  outside  encoders.    This  will  uphold
professionalism and accountability in the workplace.
Based on the study results, the following IT-based interventions are recommended
in the transaction chain in order to facilitate SME participation in trade:
(a) Complete the computerization improvement programme and implement the
new procedures at all ports;
(b) Address the reasons for delays during the lodgement-to-clearance interval,
such  as  (i)  selectivity  criteria  that  are  outdated  or  unrealistic,  (ii)  HS
nomenclature that causes confusion, (iii) hardware and software deficiencies
in assessment and online release, and (iv) inadequate facilities for physical
inspection;
(c) Address  constraints  occurring  between  the  arrival  of  cargo  to  lodgement,
e.g., delayed submission of manifests and other documents;
(d) Implement fully a national “single window”, defined as a system that enables
a single submission of data and information that is synchronously processed,
and is a single point of decision for the release of cargo by the Bureau of
Customs, based on decisions of other agencies that are communicated to
the Bureau of Customs.  This initiative has already been discussed for some
time,  as  the Association  of  Southeast Asian  Nations  agreed  to  adopt  this
approach at the national and regional levels years ago, while an Executive
Order to create the Philippine NSW Task Force for Cargo Clearance was
created in 2005.  The groundwork has already been done on the process and
technical requirements with assistance from various multilateral institutions.
Difficulties must be confronted by decision makers, particularly the mindset
among some stakeholders that they will have to relinquish control of what
they perceive to be their respective jurisdictions, with consequent resistance
against moving forward.
Finally, statistics on SME trading must be generated on a regular basis for baseline
purposes to enable a deeper understanding of the SMEs’ contribution, needs and potential.
Data  on  establishments  collected  by  the  National  Statistics  Office  does  not  include
information on trade while foreign trade statistics do not relate to the enterprises engaged
in it.  The directory of SMEs at the Department of Trade and Industry only indicates the
import  or  export  activity  of  those  enterprises  that  provide  the  information;  it  does  not
contain indicators of magnitude or scale.249
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